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Analyzing Charitable Giving Using SOI Tax Return Data

by Gerald Auten and David Joulfaian

tatistics on charitable giving are important in

measuring the level of charitable contributions,

as well as the size of the non-profit sector.
Charitable giving data also reveal trends in the non-
profit sector. In evaluating the effects of tax policy
on the level and distribution of giving, as well as the
activities of non-profit organizations, such data are
vital. However, data on donations and non-profit
organizations are relatively scarce in government and
private sector statistics. As a result, the data
gleaned from Federal tax returns by the Statistics of
Income (SOI) Division of the Internal Revenue
Service (IRS) often provide the only source of
information on the magnitude of charitable and non-
profit activities. SOI’s tax data not only provide
information on annual receipts of nonprofit organiza-
tions and private foundations, but also provide
information on contributions by corporations, individu-
als and estates.

The use of tax data to measure and analyze the
size of the non-profit sector has a number of impor-
tant advantages, as well as a few limitations. SOI’s
tax data are based on large samples (more than
100,000 returns, in the cases of individual and corpo-
rate contributions), and this is an important advan-
tage. In contrast to most non-tax data sources, SOI
data sets contain large numbers of observations on
wealthy individuals and large corporations, because
such individuals and businesses are over-sampled.
Tax data are also available on a fairly consistent
basis over relatively long time periods. In some
cases, such as the estate tax and corporate tax
areas, tax data are essentially the only comprehen-
sive sources of statistics. Tax data do have limita-
tions, however. There may be some bias toward the
overstatement of donations to the extent that taxpay-
ers overvalue property gifts or claim deductions for
money paid to ineligible organizations or forineligible
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purposes. In addition, some important data are miss-
ing from SOI’s tax statistics, such as the donations of
non-itemizers and the receipts and expenditures of
religious organizations.

Annual cross-section samples of Federal tax
returns have been used by a number of researchers
to examine the responsiveness of individuals to the
deduction allowed for contributions. A recurring
concern, however, is that annual data may provide a
distorted view of contributions, as well as other
aspects of taxpayer behavior, such as the realization
of capital gains and income measurement. In re-
sponse to this concern, SOI has constructed a num-
ber of panel data sets from individual income tax
returns. One early study by Auten and Rudney
(1990) used an SOI panel of tax returns for 1971-
1975 and found that high-income taxpayers were
much more likely to concentrate their giving, while
lower and middle-income taxpayers tended to give
more stable amounts from year to year. Auten,
Clotfelter and Schmalbeck (2000) found similar
patterns using an overlap panel of tax returns for
1991-1995.

These findings suggest that annual observations
on high-income individuals could provide amisleading
picture of both their giving over time and their re-
sponses to tax law changes. That is, taxpayers’
behavioral responses may differ between the short-
and long-term. Panels of tax returns allow us to
observe individuals’ giving both before and after tax
law changes, including any transitory acceleration or
delay of income reporting or contributions made. The
“natural experiments” from tax law changes allow us
to observe changes in individual giving in response to
exogenous changes in tax price. Two recent ex-
amples of panel studies are those by William
Randolph (1995) and Gerald Auten, Holger Sieg and
Charles Clotfelter (forthcoming), who employed
variants of the 1979 forward tax panel with 10 or
more years of data spanning several major tax law
changes. Both studies find that charitable contribu-
tions respond differently to current (transitory) in-
come and tax price than to the corresponding long-
run (permanent) variables, thereby demonstrating the
importance of panel data for analysis.
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During recent debates that took place about the
Federal estate tax and its possible repeal, charitable
bequests have attracted considerable attention.
While charitable transfers at death represent less
than 10 percent of aggregate lifetime giving, they
potentially account for a sizeable amount of total
giving by the wealthy. A number of researchers
have examined Federal estate tax data to measure
the response of charitable giving to estate taxation.
Beginning in 1982, SOI has provided estate tax data
on wealthy decedents for every filing year; year-of-
death data are available on a tri-annual basis. Avail-
able information includes the size and composition of
wealth at death, demographic data on the deceased,
and the disposition of the estate. Examples of studies
that examine estate tax and charitable bequest data
include Joulfaian (2000a, 1999, and 1991), Clotfelter
(1985), and Boskin (1976).

Several SOI studies have linked information on
charitable bequests from estate tax returns to infor-
mation on lifetime charitable contributions from the
income tax returns of the decedents. This is done by
matching estate tax returns to the universe of income
tax returns filed for the year prior to the date of
death. Some of the earliest work was undertaken by
Eugene Steuerle (1987), who employed the 1976
Collation Study (CS) to study differences in the
pattern of giving during life and at death. This CS
data linked estate tax returns of decedents in 1976 to
the 1975 income tax returns. Auten and Joulfaian
(1996) extended this work by employing the 1982 CS
data and found that the estate tax influences lifetime
charitable contributions, not just charitable bequests.

A file that matches estate tax returns to income
tax panel data is one of the more interesting of SOI’s
new products. Focusing on the 1987-96 panel of
income tax returns, SOI extracts the estate tax re-

turns of panel members as they die. Thus, we ob-
serve not only the pattern of lifetime contributions,
but also the patterns of wealth disposal at death. In a
recent paper, Joulfaian (2000b) employed this
matched panel to study how the wealthy allocate
their transfers between lifetime contributions and
bequests, as well as how estate taxation affects
charitable giving.

The federal taxation of corporate income and
charitable giving by corporations is an area that
seems to have received much less attention. In part,
this can be explained by the limited number of major
changes in corporate tax provisions that affect contri-
butions. The lack of tax law changes makes it diffi-
cult for researchers to examine how taxes influence
corporate giving. Given that the tax rate is likely to
be determined by profits or income, it is not an easy
task to separately identify the effects of income and
taxes (price). Beginning in 1991, however, SOI
began capturing the contributions reported by S
corporations. Because these entities are not subject
to a corporate level tax, Carroll and Joulfaian (1997)
used them as a control group in examining the effects
of the corporate income tax.

In conclusion, data on charitable transfers de-
rived from individual, corporate, and estate tax re-
turns are instrumental in analyzing the effects of tax
law changes on giving. These data are useful for
scholarly research and for purposes of making rev-
enue estimates and evaluations of policy proposals.
Indeed, tax records often provide the only source of
information to interested analysts. Without SOI’s
efforts in constructing and maintaining these data, it
would be very difficult to gauge the effects of taxes
and make informed policy recommendations. With
over $100 billion in annual transfers, the importance
of such studies and the necessity of SOI data cannot
be understated.
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National Center for Charitable Statistics and SOI Collaboration on Nonprofit Organization Research

by Linda M. Lampkin

series, the changes that have taken place in the

availability of data on nonprofit organizations for
researchers, particularly in the past three years, have
been dramatic. The data made available and the
work completed by the Statistics of Income (SOI)
staff have helped scholars and policymakers to better
understand the nonprofit sector and its myriad
activities and contributions to American society. The
articles and the papers included here illustrate the
great advances in the development of information on
this sector.

The National Center for Charitable Statistics
(NCCS), now a program of the Center on Nonprofits
and Philanthropy at the Urban Institute, has worked
with SOI for nearly two decades. Through this
collaboration, NCCS has been able to use the data
files that are the sampling frames for the annual SOI
studies of Internal Revenue Code Section 501(c)(3)
organizations and construct a dataset for in-depth
analysis of the sector by researchers. This database
contains about 60 financial variables for all Internal
Revenue Service Form 990 filers (those that have
more than $25,000 in annual gross receipts), as com-
pared to the 300 variables analyzed in the SOI
sample. NCCS checks the data, incorporates correc-
tions from the SOI Form 990 study sample, and
checks and completes the classification of all organi-
zations in the file. This comprehensive dataset (called
NCCS Core Data) is produced annually and is avail-
able to researchers through NCCS. Using this infor-
mation, NCCS published its first book, State Non-
profit Almanac 1997: Profiles of Charitable
Organizations, providing a level of detail and precise
definitions on the sector available for the first time.
These profiles are now updated annually and avail-
able on the NCCS website (nccs.urban.org).

In the nine years since the last volume in this

Linda M. Lampkin is Program Director of the
National Center for Charitable Statistics at the
Urban Institute’s Center on Nonprofits and
Philanthropy

A recent NCCS-SOI project also helped ensure
the quality of the coding of the organizations in the
SOI Form 990 study sample. SOI had long used the
National Taxonomy of Exempt Entities (NTEE) to
group charities by purpose, type, and major function.
This classification system was developed by NCCS,
with the guidance of leading nonprofit scholars and
practitioners. By 1998, the Internal Revenue Service
was using three systems — the Standard Industrial
Classification (SIC) system, supplemented with a
system of Activity Codes (to better describe the
varied activities of the charities), and NTEE codes to
classify nonprofit organizations.

When the SIC coding system was replaced by
the North American Industry Classification System
(NAICS) in 1997, the Service seized the opportunity
to simplify and consolidate its coding. NCCS was
asked to create NTEE-Core Codes (NTEE-CC ), a
more concise and easier-to-use version of NTEE.
This new version eliminated little-used categories,
created full definitions, and developed rules for cod-
ing to ensure higher consistency, as well as aligning
the system with NAICS. The expertise and input of
the SOI Form 990 study editors at IRS’s Ogden
Submission Processing Center in Utah were invalu-
able as NCCS worked to develop the new NTEE.
SOI staff also are part of the NTEE Oversight Com-
mittee that made the final decisions on the changes,
and they participate in the on-going maintenance of
the system.

Now the Service uses only NTEE-CC to code
tax-exempt organizations as they apply for tax-
exempt status, and that code is electronically cross-
walked into a NAICS classification. Government
reports are now completed using the required NAICS
classifications, but the more comprehensive portrait
of the sector is also available using the NTEE-CC.

With a revision of the NTEE-CC came an oppor-
tunity for NCCS to work with SOI to verify the
classifications of the 1994 Form 990 SOI study
sample (Stengel, Lampkin, and Stevenson 1999 and in
this volume). This project served to permanently
improve both the codes and the system for coding for
the future. Codes for large organizations that were
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difficult to classify were hard-coded, so that they
would never need to be classified again. Also, an
analysis of common pitfalls was used to develop
prescriptive rules to increase the accuracy and con-
sistency of classification. One of the NCCS findings
was that the SOI editors were producing quality
codes using a system that, at the time, was less than
ideal.

At the conclusion of the verification project,
about 88 percent of the file records were deemed as
coded with “high or fair confidence.” This is a big
achievement for a sector that formerly used codes
that were based only on information from one Form
990 or all too often, just the organization name. For
the larger organizations (with assets of $10 million or
more), 93 percent were coded with “high or fair
confidence.” A detailed description of the project is
included in this compendium. We are proud that our
work with SOI has resulted in the best classified and
most completely documented dataset of charities
ever assembled.

A second project that has had a phenomenal
impact on the availability of nonprofit data is co-
sponsored by NCCS and Philanthropic Research,
Inc. (PRI, with its GuideStar web site) and involves
collaboration with IRS staff in SOI, the Tax Exempt/
Government Entities (TE/GE) Division, and the

Submission Processing Center in Ogden. The Forms
990 and 990-PF received in Ogden are scanned and
stored on CD-ROMs or tapes and sent to NCCS/
PRI. Well over 20 million pages of the forms and
their attachments have been scanned as you read
this. The images are then made available on a web
site (at www.guidestar.org or www.nccs.urban.org)
for instant and easy access. The forms have become
a valuable resource for researchers and
policymakers, as well as potential donors and the
general public. The nonprofits themselves are learn-
ing that the Form 990 on the web can be used as a
communication tool as they comply with the require-
ments for disclosure of this information. This in-
creased scrutiny has worked to increase the quality
of reporting by nonprofits, as a Form 990 may be a
firstintroduction to potential donors.

Only a few years ago, nonprofit researchers
spent most of their time, money, and energy just
collecting data and checking their quality and useful-
ness. Now easy access makes the information truly
widely available. The giant steps that have been
taken to increase the quality and quantity of data on
charities would not have happened without the sup-
port and cooperation of SOI and the Service, and we
look forward to future collaboration.
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Research on Nonprofit Organization Behavior: The SOI Data

by Burton A. Weisbrod

As the nonprofit sector has grown, so has the
importance of understanding nonprofit organization
behavior. The data made available by the Statistics
of Income (SOI) Division of the Internal Revenue
Service (IRS) are valuable aids for research, making
use of information from IRS Forms 990, 990-PF, and
990-T returns for thousands of individual nonprofit
organizations. Aided by the industry classifications
of the National Taxonomy of Exempt Entities
(NTEE), these data permit identification and analysis
of behavioral patterns within specific industries —
e.g., health, education, and anti-poverty activities —
and over time.

Form 990 informational returns are required to
be filed by all nonprofit organizations, except for
religious organizations, having gross revenue in
excess of $25,000. Data from Form 990 are public
information, available in the annual SOI study
samples as well as on the Web at
www.guidestar.org, and directly from each nonprofit
organization. The Form 990-T tax return, by con-
trast, is required only if a nonprofit has $1,000 or
more of gross “unrelated business income” (UBI) —
that is, income from activities that are not substan-
tially related to the nonprofit’s tax-exempt mission.
Information for specific organizations reported on
these returns by law cannot be disclosed to the
public. For analytic purposes, the SOI Division has
developed annual samples of Form 990-T unrelated
business income tax (UBIT) returns from which it
publishes aggregate statistics. In addition to indepen-
dently selected Forms 990-T, the SOI sample also
includes any Form 990-T tax return filed by an
organization whose information return was selected
for the SOI sample of Forms 990/EZ.

Through an agreement with the IRS, which
allows academic researchers to access otherwise
nondisclosable tax return data from SOI samples

Burton A. Weisbrod is a John Evans Professor of
Economics and Fellow, Institute for Policy
Research, Northwestern University

(and requires strict accordance with disclosure provi-
sions pertaining to taxpayer confidentiality), I ana-
lyzed one element of nonprofit organization behavior
that has puzzled students of nonprofit organizations
and tax policy: how to explain the SOI findings that
the aggregate profit reported on the more than 30,000
Form 990-T UBIT returns is negative year after
year (Riley 1995, 1996, 1997, 1998, 1999, and 2000,
and in this volume). Since, by definition, UBI in-
volves activities that are unrelated to the nonprofit’s
tax-exempt mission, why would a nonprofit undertake
such an activity unless it generated profit for cross-
subsidizing the mission? Research now in progress
(by Weisbrod) is examining a large data set of
matched Forms 990 and 990-T returns to see
whether there is evidence that much of the explana-
tion rests on the use of Generally Accepted Account-
ing Principles for allocating joint costs. Earlier re-
search produced evidence, though from relatively
small samples of hospitals, colleges, and museums,
that is consistent with the hypothesized cost-alloca-
tion explanation. The true profit on unrelated busi-
ness activities in all three industries, if profit is mea-
sured by the difference between revenue and incre-
mental costs, is significantly greater than the re-
ported profit, which reflects allocation of joint costs
that contribute to both related and unrelated activities.
(See Cordes and Weisbrod 1998, and elsewhere in
this volume.) The new research extends the earlier
work to larger samples, more industries, and multiple
years, to identify the forms of cost-shifting.

In addition to the question of how costs are
allocated between the untaxed, mission-related,
activities and the taxed, unrelated business activities,
another research question is how the choice of cost
categories can affect a nonprofit organization’s
revenue — particularly from donations (“contribu-
tions, gifts, and grants” — CGG). When expenses are
reported as for “management” rather than for
“fundraising,” the nonprofit may be seen by donors as
having a low fundraising ratio. This might increase
donations, in light of the growing “guidance” that
prospective donors are receiving to give to organiza-
tions with low fundraising percentages. Changes

11
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over time in the reporting of fundraising costs would
pose problems for researchers.

The SOI annual samples of Form 990 data
present an unparalleled, though imperfect, source of
research data on behavior of individual nonprofit
organizations over time. The data are currently
available for every IRS reporting year between 1982
and 1998, except for 1984. Segal and Weisbrod
(1998 and included in this volume) utilized these data,
creating a panel of nonprofits that were in the SOI
samples for multiple years—primarily the larger
organizations, with assets of $10 million or more.
The objective was to study the extent to which rev-
enues from CGG and from sales (“program service
revenues”) are substitutes, complements, or indepen-
dent revenue sources. The SOI data permit analysis
ofindividual organization behavior over time and in
each of a number of industries. We studied the
effects of an exogenous change in CGG in one year
on an organization’s program service revenues in
subsequent years.

In another study of nonprofits’ revenue
sources and their interdependencies, Okten and
Weisbrod (2000, and in this volume) also took advan-
tage of the multiple years of SOI data. We focused
on the forces affecting nonprofit organization rev-
enues from private CGG, examining the influences of
such variables as the organization’s age, the level of
its fundraising expenses (notwithstanding their limita-
tions as noted above), and revenue from other
sources such as government grants and program
service revenues in prior years. The analyses cov-
ered a number of industries including hospitals, col-
leges, museums, scientific research organizations,
libraries, and organizations serving the poor.

The SOI Division performs a valuable function
for researchers studying the financing and expenditure
policies of nonprofit organizations. By making available,
electronically, detailed data on each of thousands of
nonprofit organizations over time, and by encouraging
analysis of the data, the SOI continues its tradition of
advancing public policy through research.




important part in the lives of citizens, as well as

being an important economic force. According to
a 1999 survey conducted by the Independent Sector,
70.1 percent of households contributed to charities in
1999, and the average household contribution to
charity was $1,075 [1]. Seventy-six percent of
citizens reported feeling that nonprofit organizations
played an important role in their own communities
[2]. Because the nonprofit sector plays such a large
role in the U.S. economy, detailed study and analysis
of this “third sector” is vital. The Statistics of
Income (SOI) data show that the number of non-
profitcharitable organizations filing information
returns with the Internal Revenue Service (IRS)
more than doubled during the 20-year period between
1975 and 1995, and their real assets and revenues
more than quadrupled [3] [4].

In addition to being a significantly large compo-
nent of the American economy, the nature of the
nonprofit sector is changing. A report by the Kellogg
Foundation examined several new characteristics of
the nonprofit sector which have emerged in the late
twentieth century. Specifically, the report found
three new waves of change. First, the “innovations
of social entrepreneurs and the organizational models
they are creating require new perspectives and re-
sponses from traditional philanthropy” [5]. Second,
“pressures from an active and vocal civil society, along
with enlightened corporate leadership are...creating
new opportunities and incentives for the commercial
sector to partner with philanthropies, other nonprofits
and government” [6]. Last, “belief in the value of
wealth creation in addressing social change along with
the principles of venture capital investment is influ-
encing the practice of emerging philanthropists” [7].
Such important shifts in a large sector of the Ameri-
can economy makes critical the financial information
pertaining to exempt organizations [8]. This Com-
pendium of Studies of Tax-Exempt Organizations
provides a comprehensive picture of the financial
characteristics of tax-exempt organizations, allowing
scholars access to the wealth of information gathered
by The Statistics of Income Division.

In the United States, charities play an extremely

Overview of Tux-Exempt Sector Research

Introduction

Volume 3: A Tradition of Exempt-Organization
Data Publishing

The Compendium of Studies of Tax-Exempt Organi-
zations, Volume 3, 1989-1998, is a comprehensive
source of SOI data and information concerning the
nonprofit sector. SOI conducts annual studies of
certain types of tax-exempt organizations, using
samples of returns filed with the IRS. Analyses of
study results, along with statistical tabulations, are
published annually in the SOI Bulletin. Volume 3 of
the Compendium consolidates all data and articles
previously published by SOI, covering various Re-
porting Years between 1989 and 1998 [9].

The earliest collection of SOI data on nonprofit
charitable organizations and private foundations,
classified as tax-exempt under Internal Revenue
Code section 501(c)(3), appeared in the first volume
of the Compendium, which presented articles pub-
lished from 1974 through 1987. The Compendium,
Volume 2, was more comprehensive. In addition to
data on section 501(c)(3) organizations, it contained
information on charitable bequests and organizations
exempt from tax under sections 501(c)(4) through
(¢)(9). These sections of the Code describe social
welfare organizations; membership societies; and
civic, social, recreational, and fraternal organizations.

SOI plays an important role in fostering research
on tax-exempt organizations by sharing its data and
collaborating with other researchers inside and out-
side of Government. In addition to SOI articles,
Volume 3 contains papers authored by non-SOI
scholars who have used SOI data for research on
various aspects of the nonprofit sector.

Volume 3 of the Compendium organizes the
articles and papers on tax-exempt organizations into
the following sections:

* Overview of Tax Exempt Sector Research

* Charities and Other Tax Exempt Organizations
* Private Foundations and Charitable Trusts

* Unrelated Business Income Tax

* Charitable Remainder Trusts

Related Papers on Nonprofit Research Using
SOI Data

13
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Of'the articles included in the Compendium,
Volume 3, most have appeared in various quarterly
editions of the Statistics of Income (SOI) Bulletin.
Some were prepared for publication in other SOI
publications and academic journals. A listing of
references for the articles and papers included in this
volume, in addition to references cited therein, ap-
pears in the “References” section.

Areas of Focus Within the Nonprofit Sector

The first two articles in The Compendium, Volume 3,
provide a historical overview of nonprofit research
done at SOI. Skelly’s article focuses on all nonprofit
research done, while that written by Meckstroth and
Arnsberger deals mainly with research on section
501(c)(3) organizations filing Forms 990, 990-EZ, and
990-PF. In addition to the two articles presenting
historical data, the “Overview” section includes an
article describing the methodologies used to select
each of the SOI exempt-organization return samples

In the section entitled “Charities and Other Tax
Exempt Organizations,” data presented were gath-
ered from Forms 990, Return of Organization
Exempt from Income Tax, and 990-EZ (the short-
form version of the return) for Reporting Years 1989
through 1998. These articles include information on
organizations such as schools, hospitals, public chari-
ties, and certain religious organizations, as well as
social welfare organizations, civic and business
leagues, labor and agricultural organizations, recre-
ational and social clubs, fraternal beneficiary associa-
tions, and voluntary employees’ beneficiary associa-
tions. Reporting Year 1997 and later years’ data
incorporate two significant additions to the annual
studies: informationregarding lobbying expenditures
by 501(c)(3) organizations, as well as a worksheet
reconciling revenue and expenses on an
organization’s financial statements with the amounts
it reports on Form 990.

The third section, “Private Foundations and
Charitable Trusts,” presents data collected from
Form 990-PF, Return of Private Foundation or
Section 4947(a)(1) Nonexempt Charitable Trust
Treated as a Private Foundation, for Reporting
Years 1991 through 1997. Rather than operate their
own charitable programs, many private foundations
provide grants to other nonprofit organizations, com-

munities, and individuals. These grants provide
financial support to programs in the areas of the arts,
humanities, education, health, human services, and
environmental protection, among others. In addition
to information on private foundations, this section
includes information on “nonexempt charitable trusts”
classified under Code section 4947(a)(1).

This is the first Compendium volume to include
annual information from Form 990-T, Exempt Orga-
nization Business Income Tax Return. Data are
presented for Tax Years 1991 through 1997, based
on samples of returns with reported gross “unrelated
business income” (UBI) of $1,000 or more. Gener-
ally, a Form 990-T tax return is required to be filed by
an organization, ordinarily exempt from tax, to report
income produced from activities that are “regularly
carried on” and “are not substantially related” to its
tax exempt purpose. Beginning with Tax Year 1993,
the sample included all Forms 990-T filed by any
organizations whose annual information returns were
selected for the Form 990 SOI sample, in addition to
other Forms 990-T selected independently.

Also included in this Compendium volume is an
article on charitable remainder trusts for Reporting
Year 1998, which was published in the Winter 2000-
2001 issue of the SOI Bulletin. Data for the 1998
study of charitable remainder trusts were collected
from Form 5227, Split Interest Trust Information
Return. Form 5227 is filed by trusts having both
charitable and noncharitable beneficiaries, as de-
scribed in section 4947(a)(2) of the Internal Revenue
Code. The most recent split-interest trust data pub-
lished by SOI prior to the 1998 report were for Re-
porting Year 1979 [10]. Charitable remainder trusts
pay either a fixed dollar amount or a percentage of
assets annually to one or more non-charitable benefi-
ciaries. These payments may be for a specified
number of years or for the life of the beneficiary.
Upon termination of the payments, the remaining
interest is transferred to a charitable organization.

The final section contains additional articles and
papers on topics related to the nonprofit sector.
These topics cover corporate and individual philan-
thropy, tax-exempt private activity bonds, the classifi-
cation of nonprofit charitable organizations by the
National Taxonomy of Exempt Entities, and the
commercialization of nonprofit organizations.
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Statistical Research at SOI

Since 1917, the Statistics of Income Division within
IRS has produced annual financial statistics which
are reported on various returns filed with the IRS.
SOI produces financial statistics on individuals,
domestic corporations, U.S. corporations with foreign
activities, wealth and estates, and tax exempt organi-
zations. Data and descriptive articles regarding these
subject areas are published in various SOI publica-
tions, which are detailed at the back of this volume in
the “SOI Products and Services” section.

Data for SOI is developed using samples of all
tax returns filed with the Internal Revenue Service.
Specifically, tax-exempt organization data are col-
lected from the following forms:

*  Form 990, Return of Organizations Exempt
from Income Tax

e Form 990EZ, Short Form: Return of Organi
zations Exempt from Income Tax

*  Form 990-PF, Return of Private Foundation
(of Section 4947(a)(1) Trust Treated as a
Private Foundation)

e Form 990-T, Exempt Organization Business
Income Tax Return

*  Form 5227, Split-Interest Trust Information
Return

For a general discussion of SOI sampling proce-
dures and data limitations, there is an article entitled
“SOI Sampling Methodology and Data Limitations,”
found in the Appendix to this volume. As mentioned
above, a more detailed description of sampling for the
various exempt organizations studies is included in the
“Overview” section. Additionally, articles published
in the SOI Bulletin each contain a section dedicated
to “Data Sources and Limitations.”

Looking Toward the Future: Upcoming Plans
for Tux Exempt Data

SOI has recently engaged in a project that greatly
improves the accessibility of nonprofit data by
scanning and storing Forms 990 and 990-PF on CD-
ROMS or tapes. This project, which has been
co-sponsored by the National Center for Charitable
Statistics (NCCS), requires collaboration with IRS
staff in SOI, the Tax Exempt/Government Entities
(TE/GE) Division, and the Submission Processing

Center in Ogden, UT. To date, more than 20 million
pages of the forms and their attachments have been
scanned.

The SOI studies of charitable remainder trusts
for Reporting Years 1998 and 1999 cover only two
types of split-interest trusts filing Form 5227. These
are charitable remainder annuity trusts and charitable
remainder unitrusts. Beginning with Reporting Year
2000, the SOI split-interest trust studies will be ex-
panded to include all types of organizations filing
Form 5227 — charitable remainder trusts, pooled
income funds, and charitable lead trusts.

SOl Products and Services

SOI data are available in both electronic format and
printed publications. Microdata for exempt organiza-
tions (Forms 990 and 990-PF) are available from
SOI, as well as the National Center for Charitable
Statistics. The data, which contain identifiable
organization records, can be made available because
of the Federal requirement for these organizations to
make their IRS information returns available to the
public. To request any of the data or microdata CD-
ROM’s offered by SOI, contact the Statistical
Information Services Office:

Statistical Information Services
(202)874-0410

Statistics of Income Division
(202) 874-0964 (fax)

Internal Revenue Service
sis@irs.gov (e-mail)

P.O. Box 2608

Washington, DC 20013-2608

Scanned images of Forms 990 and 990-PF filed
by section 501(c)(3) organizations are also available

from the internet sites of Philanthropic Research, Inc.

(PRI) and the National Center for Charitable Statis-
tics (NCCS). The World Wide Web addresses for
PRI and NCCS are as follows:

Philanthropic Research, Inc.
www.guidestar.org

National Center for Charitable Statistics
www.nccs.urban.org

Additionally, SOI’s Internet site offers over 800
files of both SOI and non-SOI products and services.
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Files presenting tables, articles, information about
SOI products and services, IRS Annual Data Book
tables, Compliance Research projections, and non-
profit Master File microdata records are currently
available. The SOI World Wide Web address is:
http://www.irs.gov/tax_stats.

Notes and References

[1] The statistics quoted are based on the 1999

National Survey conducted by the Independent
Sector. The complete results of this survey can
be found on the Independent Sector’s World
Wide Web page, http://
www.independentsector.org/GandV/
default.htm.

ibid.
Meckstroth, Alicia and Arnsberger, Paul, “A 20-
Year Review of the Nonprofit Sector, 1975-

1995, Statistics of Income Bulletin, Fall 1998,
Volume 18, Number 2, in this Compendium.

Data are from Forms 990 and 990-EZ for
nonprofit charitable organizations that are tax-
exempt under Internal Revenue Code section
501(c)(3) and exclude private foundations, most
churches, and certain other types of religious
organizations. They also exclude most colleges
and universities operated by State and local
governments.

Reis, Tom and Clohesy, Stephanie. “Unleashing
New Resources and Entrepreneurship for the
Common Good: A Scan, Synthesis, and Scenario
for Action.” This article was found on a World
Wide Web page operated by the Kellogg

Foundation; it can be accessed in either PDF or
HTML format from the following web page:
http://www.wkkf.org/Knowlegebase/results.asp.

[6] ibid.
[7] ibid.

[8] Additional information on the changing nature of
nonprofits, and their relationship to the Govern-
ment can be found in the article entitled,
“Changing Roles, Changing Relationships: The
New Challenge for Business, Nonprofit Organi-
zations, and Government.” This article is
available in HTML format through the Indepen-
dent Sector’s World Wide Web Page, http://
www.independentsector.org/programs/leader-
ship/3Sector_Collaboration.html.

[9] The title of the Compendium, Volume 3, cites
the years 1989-1998 because these are the
Return Years covering annual analyses that
were published for the various SOI tax-exempt
organization return studies. However, two
articles that contain limited historical data for
certain years prior to 1989 have also been
included in the Overview section of the Com-
pendium.

[10] Petska, Thomas B., “Charitable Trusts: An IRS
Examination of Nonexempt Philanthropic Organi-
zations,” Statistics of Income and Related
Administrative Record Research: 1983,
Selected Papers Given at the 1983 Annual Meet-
ing of the American Statistical Association in
Toronto, Canada: August 14-18, 1983, Washing-
ton, DC: Internal Revenue Service, Statistics of
Income Division, October 1983.




Tax-Based Research and Data on Nonprofit

Organizations, 1975-1990

by Daniel F. Skelly

ax-exempt organizations represent a significant and

growing sector within the U.S. economy [1]. For

1990, the revenues and expenses of tax-exempt
organizations each represented 10 percent of the gross
domestic product (GDP), up from less than 6 percent for
1975 (Figure A). Between 1975 and 1990, assets of tax-
exempt organizations increased in real terms by over 150
percent, while revenues increased by over 227 percent.
This is in comparison to a growth in real GDP of 52 percent
over the same period.

For 1990, there were approximately 1.4 million tax-exempt,
nonprofit organizations in the “independent sector.” Of
these, 350,000 were churches, synagogues and other
religious organizations that, although tax-exempt, were not
required to register or file tax returns with the Internal
Revenue Service (IRS). Ofthe approximately 1 million
organizations registered as tax-exempt with the IRS, almost
455,000 were “nonprofit charitable organizations,” exempt
under Internal Revenue Code section 501(c)(3), that en-
gaged in educational, research, scientific, religious, philan-
thropic, and other charitable activities [2]. The remaining
organizations encompassed a vast array of voluntary and
philanthropic institutions that provide a wide variety of
services to the American population. These include,
among others, civic leagues and social welfare organiza-
tions, business leagues, recreational and social clubs,
fraternal and voluntary employees' beneficiary associa-
tions, and Federal credit unions.

Has the growth in the nonprofit sector been induced by
cutbacks in Federal social programs? How has the mix of
contributions received, program fees, investment income,
and commercial income from unrelated activities fueled the
growth in the sector? What types of organizations have
exhibited the biggest growth rates and why? What role
has the Government played in the growth? What policy
decisions have contributed to the expansion of the sector?
Tax policy issues like these can be addressed using data
collected from Federal information and tax returns filed by
tax-exemptorganizations.

Daniel F. Skelly is currently Acting Director, Statistics of
Income. This article was originally published in
Voluntas, Volume 4, Number 4, International Journal of
Voluntary and Non-Profit Organizations, Thematic Issue:
The Not-For-Profit Sector in the National Accounts and
Related Systems, Manchester University Press, Manches-
ter, United Kingdom, 1993, and is reprinted here with
permission of the National Academy of Sciences, Wash-
ington, DC. The article has been slightly edited and
updated for republication in the Statistics of Income
Bulletin.

Data from Federal information and tax returns of tax-
exempt organizations are available from several sources [3].
First, the Statistics of Income (SOI) organization of the IRS,
using sample data, conducts studies of tax-exempt, non-
profit organizations. Income statement, balance sheet, and
other financial data, as well as a great amount of nonfinan-
cial information, are collected in these SOI studies. The
data are subject to comprehensive testing and correction
procedures to ensure that they are of high quality. Sec-
ond, the IRS collects, for
administrative purposes,
selected data items from all
tax-exemptorganization
returns filed. Only lim-
ited information (for
example, total assets and
total receipts) is available
to the public from this
administrative file. These
data are subject to limited testing; thus, taxpayer filing
errors may not always be corrected. Finally, current infor-
mation on tax-exempt organizations can be gathered from
the actual returns filed. Copies of the publicly-disclosed
tax and information returns can be obtained from the IRS
district office where the organization is located or through
public inspection at the organization itself.

The primary purposes of this article are to document the
growth in the nonprofit sector relative to the economy as a
whole and to describe ongoing SOI studies of nonprofit
organizations [4]. Readers interested in the specific types
of information on nonprofits available through SOI will
appreciate the Products and Services section of this paper.

From 1975 to 1990,
the growth of tax-
exempt organizations

substantially exceeded

the growth of the national

economy.

SOl Studies of Nonprofit Organizations
Beginning in the mid-1970’s, SOI again began to collect
information on nonprofit organizations, including periodic
studies of private foundations and other tax-exempt
organizations. Since 1982, studies of private foundations
and nonprofit charitable organizations have been con-
ducted annually (except for 1984) [5]. For 1988, the study
of nonprofit charitable organizations was expanded to
include organizations exempt under Code section 501(c)(4)-
(9). An annual study of the “unrelated business income”
of tax-exempt organizations was initiated in 1987. To-
gether, these studies provide a basis for examining the
growth in the nonprofit sector of the economy.

SOI data indicate that the growth of tax-exempt organiza-
tions from 1975 to 1990 substantially exceeded the growth
of the national economy as a whole (Figure B). For ex-
ample, while the real GDP grew by 51 percent in the period
from 1974 to 1990, the revenue of private foundations,
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Total Revenue and Total Expenses as Percentages of Gross Domestic Product (GDP) for All Tax- Exempt
Organizations, 1975 and 1990*

[Money amounts are in millions of dollars.]

Tax year Total revenue Percentage of GDP Total expenses Percentage of GDP
Q)] 2 ()] “)
TOT52. et e 93,833 5.9 90,135 5.7
19902, 577,900 10.4 551,058 9.9

'Organizations exempt under section 501(c) of the Internal Revenue Code, including private foundations.

2 Includes amounts from the 1975 Statistics of Income study of section 501(c) organizations, excluding private foundations; augmented by estimates for foundations.
3 Preliminary.

Selected Data for Nonprofit Charitable Organizations, Except Private Foundations, in 1987 Constant Dollars

[All figures are estimates based on samples--money amounts are in millions of dollars]

Item 1975 1982 1985 1986 1987 1988 1990"
() 2 ©) ) ®) (6) @)
TOtal BSSELS.......oooeeeercereeeee e 220,546 333,697 448,670 504,830 529,514 561,668 597,058

Total revenue... 110,057 2 234,255 284,311 301,840 310,766 341,334 359,978
Contributions, gifts, and grants.... 34,775 49,251 59,079 62,038 61,686 66,469 71,673
Dues and assessments 3,105 2,955 3,974 3,856 4,187 3,822 4,421
Program service revenue.............ccccueeeeeenenn. n.a. 148,417 177,858 193,946 211,404 230,311 n.a.
Investment income n.a. 11,302 14,758 14,296 16,192 18,543 20,062

Total expenses 104,165 216,347 258,701 271,897 288,681 318,397 343,268
Program service eXpenses...........cccocceeeeennennn 74,737 180,988 218,850 229,003 242,188 270,975 n.a.

Gross domestic product®

3,221,700 3,760,300 4,279,800 4,404,500 4,539,900 4,718,600 4,897,300

Selected Data for Private Foundations, in 1987 Constant Dollars

[Money amounts are in millions of dollars]

Item 1974 1979 1982 1985 1986 1987 1988 1990°
) (2) 3) 4) (5) (6) (1) (8)

Fair market value of total assets....... n.a. 68,165 75,044 102,849 116,797 114,301 124,051 142,283

Investments in securities.... n.a. n.a. 59,455 79,481 89,799 87,352 95,833 n.a.

Total revenue................. 7,267 9,180 10,891 17,387 20,672 17,117 15,669 16,275

Contributions received. 2,710 3,484 3,197 5,786 7,382 5,285 5,070 5,465

Interest and dividends4 3,151 3,696 4,499 5117 5,312 5,577 6,213 6,903
Net gain (less loss) from

sale of assets.. 659 1,157 2,129 5,432 7,218 5,567 3,514 3,570

Total expenses. 7,100 5,398 6,962 7,671 8,539 9,072 9,389 10,705

Grants paid 4,350 4,276 5,344 5,717 6,504 7,061 7,303 n.a.

Gross domestic product®................... 3,248,100 3,796,800 3,760,300 4,279,800 4,404,500 4,539,900 4,718,600 4,897,300

* Preliminary.

2 Estimated from other data included in the SOI study of nonprofit organizations.

3Gross Domestic Product (GDP) data are from the Economic Report of the President, Table B-2, February 1994.

*This number represents the sum of "Interest on savings and temporary cash investments" and "Dividends and interest from securities."
n.a.-Not available.
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adjusted for inflation, increased by 124 percent. The total
revenue and total expenses of nonprofit charitable organi-
zations, excluding private foundations, each grew by more
than 225 percent from 1975 to 1990, while real GDP in-
creased by 52 percent [6]. In current dollars, total revenue
and expenses of all nonprofit charitable organizations,
including private foundations, grew from less than 4
percent of GDP in 1975 to nearly 8 percent in 1990 (Figure
Q).

Nonprofitorganizations tax-exemptunder
Internal Revenue Code section 501(c)

The first recent study of tax-exempt organizations con-
ducted by SOI was for 1975 and included all section 501(c)
organizations, charitable as well as other nonprofit
organizations, but excluded private foundations. The most
recent complete SOI financial data available for nonprofit
charitable organizations are for 1989 [7]. The data base is a
stratified probability sample of 11,400 organizations that

Percentage

8 -

includes all nonprofit charitable organizations with $10
million or more in assets (6,900 organizations) and 4,500
organizations with less than $10 million in assets. These
data on nonprofit charitable organizations have also been
classified by type of organization, including hospitals,
educational institutions, and support organizations [8].
The 1989 data for Code section 501(c)(4)-(9) organizations
consist of a sample of approximately 10,800 returns
selected from a population 0f97,300.

Administrative Data on Nonprofits

By any measure, nonprofit charitable organizations
(excluding private foundations) receiving tax-exempt

status under section 501(c)(3) are the largest group of tax-
exempt organizations. Based on data for 1990 from IRS
administrative files, returns filed by nonprofit charitable
organizations represented 53 percent of the returns filed by

Internal Revenue Code Section 501(c)(3) Organizations: Total Revenue and Total Expenses as
Percentages of Gross Domestic Product, 1975-1990 '

Total revenue

0 1 1 1 1 1 1 1

2
1975 1976 1977 1978 1979 1980 1981

‘'Includes private foundations and nonprofit charitable organizations.
21975 data for private foundations were estimated based on 1974.
*Preliminary.

1982

1983 1984 1985 1986 1987 1988 1989 19903

Year
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all organizations tax-exempt under section 501(c) and
accounted for 66 percent of the total assets reported.
Between 1975 and 1990, the number of nonprofit chari-
table organizations grew by 25 percent.

Over the 1975 to 1990 period, in real terms, total assets
of nonprofit charitable organizations grew by 171 percent
while total assets of business leagues, Code section
501(c)(6); State-chartered credit unions, section
501(c)(14); certain mutual insurance companies, section
501(c)(15); and war veterans organizations, section
501(c)(19), each grew by more than 140 percent. Total
revenue for nonprofit charitable organizations grew by
275 percent over this period compared to real GDP growth
of 52 percent.

Total revenue for all organizations exempt under
section 501(c) (excluding private foundations) reached
$560 billion for 1990, with nonprofit charitable organiza-
tions accounting for 73 percent, while voluntary employ-
ees’ beneficiary associations, section 501(c)(9), and civic
leagues and social welfare organizations, section
501(c)(4), ranked second and third. Total investment
income was $33.5 billion, with $22.6 billion coming from
nonprofit charities. Ranking second were State-chartered
credit unions with $3.9 billion, followed by voluntary
employees’ beneficiary associations with $2.1 billion.

Total assets for all tax-exempt organizations exceeded
$1 trillion (Figure D). Nonprofit charitable organizations
held 66 percent of total assets, followed by State-char-
tered credit unions with 12 percent.

SOl Dataon Nonprofits

More detailed information on exempt organizations is
available from the SOI data files. Based on data from the
1989 SOI data file, program service revenue (fees collected
to administer charitable programs) was the largest
component of total nonprofit charitable organization
revenue for 1989, accounting for nearly two-thirds of total
revenue. Program service revenue includes a broad
spectrum of revenue sources, such as hospital charges for
patient care (whether paid by the patient or through third-
party reimbursement); tuition, fees, and day-care charges
at educational institutions; admissions to museums,
concerts, and other performing arts events; educational
workshop fees; charges for athletic programs and housing
facilities at YMCA'’s; and payments received for insur-
ance and retirement coverage by pension and annuity
fund companies.

However, while program service fees were the major
source of revenue for the large nonprofit charities, contri-
butions (received directly from the public or indirectly
through fundraising campaigns and Government grants)
comprised the major portion of the revenues of the smaller

charities. For 1989, contributions represented about 50
percent ($15.7 billion) of the total revenue ($27.5 billion) of
organizations with assets of less than $1 million.

Using data from its nonprofit studies, SOI has recently
been able to focus its attention on nonprofit hospitals, their
financial performance, and how they compare to for-profit
hospitals. Nonprofit hospitals and other health-care organi-
zations hold over 30 percent of total nonprofit charitable
organization assets and earn 45 percent of total revenue.
While the nonprofit hospitals, as a group, hold over five
times as much in assets as the for-profit hospitals, the
assets of for-profit hospitals grew over three times as fast
as those of nonprofit hospitals during the 1980’s. Using
data collected from IRS tax returns, along with supplemen-
tary data from the American Hospital Association and the
National Center for Education Statistics, SOI has recently
examined comparative financial indicators for nonprofit and
for-profit hospitals, such as asset and revenue growth
rates, operating margins, debt-to-equity ratios, and returns
on equity. The results of the analysis show that the non-
profit hospitals earned higher operating margins, had
notably lower debt-to-equity ratios, and earned similar
returns on equity when compared to the for-profit hospi-
tals. However, after accounting for the nonprofit advantage
of tax-exempt bond financing, the for-profit hospitals earned
higher “revised” operating margins and higher “revised”
returns on equity than did the nonprofits. Figures E and F
show hospital operating margins for the years 1987-1989.

Private foundations

The first SOI studies of information returns filed by private
foundations were for 1974 and 1979. For 1982, an annual
series was started. Included in the annual samples are the
returns of all private foundations with total assets (book
value) of $10 million or more (almost 1,500 returns for 1990,
the most recent year for which data are available) [9]. These
1,500 returns, representing only 4 percent of the foundation
population, accounted for 82 percent of the total assets of
all private foundations. The returns in the remainder of the
sample were randomly selected at various rates, ranging
from 5.9 percent to 15.4 percent, depending on the size of
the book value of total assets. For 1990, private foundations
held $164.8 billion in assets and realized $19.5 billion in
revenues.

One of the striking characteristics of foundations is the
significance of investment assets as a percentage of the fair
market value of total assets (Figure G). For 1990, invest-
ment assets accounted for 94.8 percent of total assets, with
investments in securities alone accounting for 76.6 percent
of total assets. Of the 76.6 percent, investments in corpo-
rate stock represented 48.1 percent; investments in U.S. and
State Government obligations represented 19.7 percent; and
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Code Section 501(c)(3) Tax Exempt Organizations, Excluding Private Foundations: Number of Returns and
Financial Information, by Type of Organization, 1975 and 1990

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Type of organization Number of Total Total Total Contributions, | Gross dues and Total
Internal Revenue Code section 501(c) subsection’ returns assets liabilities revenue? gifts, and grants] ~ assessments expenses?
1) (2) (3) 4) (5) (6) (7)
1975
Total. 220,197 176,286,448 75,735,071 90,286,469 20,564,692 19,424,262 86,669,725
Corporations organized under Act of Congress (1)........... 665 6,017,352 5,806,477 514,988 10,712 26,590 481,133
Title holding companies (2)..........ccccuiiiiiiiiiiiiiiii e 3,263 1,650,326 852,933 405,306 22,669 22,807 400,958
Charitable, religious, educational,
and scientific organizations (3)..........cccccoeoiiiiiiiiiiiniiin. 82,048 108,508,657 36,335,259 54,148,810 17,109,471 1,627,545 51,249,949

Civic leagues, social welfare and local

associations of employees (4) 28,064 12,727,346 9,145,790 14,700,650 680,546 8,556,313 14,841,056
Labor, agricultural and horticultural organizations (5)....... 28,258 4,052,011 517,756 4,743,437 119,571 3,233,684 4,627,708
Business leagues, chambers of

commerce, and real estate boards (6)..............c.cc.cceee 17,530 3,468,646 1,533,241 3,217,865 230,020 2,155,722 3,220,802
Social and recreational clubs (7)... 18,228 3,379,389 1,161,802 1,899,864 31,952 1,081,785 1,888,801
Fraternal beneficiary societies (8). . 12,066 6,296,592 4,274,971 1,430,821 45,617 719,610 1,339,760
Certain mutual and beneficiary associations (9)............... 4,285 4,301,564 1,507,429 4,958,124 1,925,523 1,648,112 4,841,506
Domestic fraternal societies (10)..........cccocciiiiiiiiiiiineee] 4,674 1,202,932 400,195 300,514 21,327 94,487 273,625
Teachers retirement fund associations (11)...................... 49 236,721 31,143 38,177 *5,911 *4,062 22,118
Local benevolent life insurance associations (12). 4,975 10,723,199 8,118,740 1,965,357 16,640 154,357 1,805,488
Cemetery companies (13). . 1,518 1,044,161 221,874 180,880 5,076 1,931 154,320
State-chartered credit unions (14)..........ccccoooiiiiiiiiiiiniins 1,610 11,156,481 5,304,101 966,615 *1,225 8,265 577,337
Certain mutual insurance

companies or associations (15).........c.cccceviiiiiiiiaineans 864 115,065 6,834 56,934 *1 25,254 49,473
Farmers cooperatives organized

to finance crop operations (16)............cccceiiiiiiiiiiien. 36 214,318 158,873 51,511 *18,460 *12,123 45,763
Supplemental unemployment benefit trusts (17)............... 496 292,046 76,960 425,758 244,362 65,411 610,393
Employee-funded pension trusts (18) *42 *112,393 880 *12,546 *6,684 *23 *8,022
War veterans organizations (19) . 1,921 167,478 30,381 88,693 6,848 23,089 81,267
Organizations not specified..............ccooooiiiiiiiiiii 9,605 619,773 239,436 244171 62,078 63,092 216,529

1990

Total 274,483 1,019,138,751 | 461,646,309 |559,526,262 93,363,490 30,254,786 |538,991,732
Corporations organized under Act of Congress (1). 1 9,501 9,057 - - - 1,140
Title holding companies (2) 2,634 13,238,730 2,678,973 1,714,842 55,638 31,415 676,250

Charitable, religious, educational,
and scientific organizations (3)..........cccccoeoiiiiiiiiiiiniinn. 146,041 674,078,671 305,117,957 406,414,677 80,918,569 4,990,978 387,549,701
Civic leagues, social welfare and local

associations of employees (4) 23,098 30,959,948 21,186,898 19,053,822 1,700,786 2,019,975 18,465,150
Labor, agricultural and horticultural organizations (5)....... 21,989 13,990,196 2,413,756 12,720,921 310,698 7,716,959 12,190,669
Business leagues, chambers of

commerce, and real estate boards (6) 23,916 19,395,481 11,525,202 18,423,846 1,016,425 7,722,588 18,188,157
Social and recreational clubs (7) . 15,566 9,222,228 3,010,745 3,750,009 51,427 3,484,404 5,880,650
Fraternal beneficiary societies (8)...........ccccceeieiiiiiiinininn. 9,397 30,488,112 24,610,541 6,990,985 112,779 507,630 7,079,262
Certain mutual and beneficiary associations (9) 10,224 33,446,314 11,749,215 54,587,516 4,550,623 2,653,334 53,749,610
Domestic fraternal societies (10) 1,201 1,116,723 74,488 353,872 48,662 96,936 271,088
Teachers retirement fund associations (11) 6 527,415 10,041 78,579 - 12,553 47,581
Local benevolent life insurance associations (12). 3,299 41,754,694 28,548,753 10,332,493 543,391 194,071 15,092,661
Cemetery companies (13). 1,747 3,665,667 622,495 516,792 14,180 3,724 520,156
State-chartered credit unions (14). 1,152 119,522,430 41,981,289 11,698,822 2,349,248 152,260 7,639,145
Certain mutual insurance

companies or associations (15)...........cocciviiriiiiiiiiienans 738 918,094 720,030 269,450 1,154 61,399 233,412
Farmers cooperatives organized

to finance crop operations (16) 11 265,603 217,464 21,942 109 71 19,674
Supplemental unemployment benefit trusts (17 . 247 637,948 28,175 741,445 40,741 11,822 738,879
Employee-funded pension trusts (18)...........cccceeeeiineeeil 4 851,911 10,293 105,613 - 6,027 62,777
War veterans organizations (19) 5,005 1,237,677 195,801 432,637 49,269 97,404 612,452
Organizations not specified 8,207 23,811,408 6,935,136 11,317,990 1,599,791 491,236 10,073,318

*Estimate should be used with caution because of the small number of sample returns on which it was based.
Numbers in parentheses refer to subsections of Internal Revenue Code section 501(c).
2Total revenue and total expenses for 1975 estimated from other data included in the SOI study of nonprofit organizations (excluding private foundations).

NOTE: Detail may not add to totals because of rounding.
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Hospital Operating Margins’

Size of Median operating margins (percents)
hospital? 1987 1988 1989
)] 2 3
Nonprofit
Total. ..o 2.0 22 21
Small hospitals 15 1.5 1.1
Large hospitals 3.3 3.2
For-profit
Total. ..o 1.9 -0.1 1.3
Small hospitals..........cccceueee. 1.9 -0.1 1.3
Large hospitals...........ccccuee. -0.3 0.2 1.6

* Operating margin equals total revenue minus total expenses, divided by total revenue.
2 Small hospitals hold less than $50 million in assets while large hospitals
hold $50 million or more.

"Revised" Hospital Operating Margins®

Size of Median operating margins (percents)
hospital? 1987 1988 1989
() (2) 3)
Nonprofit
4.6 4.6 4.7
Small hospitals. 3.7 3.7 35
Large hospitals............cccceeene 6.2 6.0 6.3
For-profit
Total.eoeieeeeieee e 5.7 3.1 4.8
Small hospitals 4.8 0.2 3.2
Large hospitals.... 11.5 10.6 12.0

' Revised operating margin equals total revenue minus total expenses (except interest
expense), divided by total revenue.

2 Small hospitals hold less than $50 million in assets while large hospitals hold $50
million or more.

investments in corporate bonds represented 8.7 percent.
Beginning with 1989 data, SOI again began collecting
annual data on the charitable trusts included under Code
section 4947(a)(1). These trusts have exclusively chari-
table interests, and, like foundations, file Form 990-PF. The
trusts, which are presented separately from the founda-
tions, represent only 6 percent of all Form 990-PF filers.
For 1990, over 2,680 trusts held $2.8 billion in total assets
and realized $270 million in total revenues.

Tax-exempt organizations’ unrelated business
income
In 1950, Congress imposed a tax on the income of tax-
exempt organizations earned from a trade or business not
substantially related to the organization’s exempt purpose
or function. The law’s purpose was to restrict the poten-
tial for unfair competition between nonprofits and taxable
for-profit businesses providing similar services. The Tax
Reform Act of 1969 revised and expanded this tax on
“unrelated business income.” In more recent years, with
Federal cutbacks in funding for social programs leading to
increased fiscal pressure on exempt organizations, there
has been an increased focus on the movement of exempt
organizations into commercial activities and on the re-
sulting impact of this movement on for-profit businesses.
SOl is currently collecting data on unrelated business
income of tax-exempt organizations for Tax Years 1988 to
1990. Data are expected to be available by the fall of 1994.

Percentage Distribution of Asset Components for Private Foundations, by Size of Fair Market Value of Total Assets,

1990

[Money amounts are in billions of dollars.}

Size of fair market value of total assets

Item All foundations $1 under $1,000,000 $10,000,000 $50,000,000
$1,000,000 under $10,000,000 | under $50,000,000 or more
M @) 3 “) ®)
Fair market value of ts, total... 164.8 6.0 23.0 27.4 108.4
(Percentages of total assets)

Cash, non-interest-bearing accounts..................c..cccee 0.8 6.0 1.8 1.1 0.2

Receivables’ 1.0 3.0 1.6 1.7 0.6

Investments, tota 94.8 84.2 91.1 92.2 96.8

Securities 76.6 50.3 67.2 73.9 80.7

U.S. and State Government obligations.. 19.7 13.9 221 233 18.6

Corporate stock 48.1 27.7 35.3 38.3 54.5

Corporate bonds 8.7 8.7 9.8 12.3 7.6

Savings and temporary cash investments 8.4 243 14.7 9.6 59
Land, buildings, and equipment (less accumulated

depreciation).........cooiiiiiii i 21 1.6 24 2.2 21

Otherinvestments...............ccccociiiiiiiiie, 7.3 6.8 5.9 6.0 7.9

Charitable purpose land, buildings, and equipment
(less accumulated depreciation) 1.8 3.8 3.4 3.4 1.0
Other assets 1.5 2.9 2.0 1.5 1.3

'Receivables include accounts receivable, pledges receivable, grants receivable, receivables due from disqualified persons and other notes and loans receivable (excluding mortgages).

NOTE: Detail may not add to 100 percent because of rounding.
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Products and Services
Information on all of SOI’s nonprofit studies are pub-
lished in the quarterly Statistics of Income Bulletin. In
addition, a Compendium of Studies of Tax-Exempt
Organizations: 1974-1987 was released by SOI[10,11].
This volume is comprised of articles published in the
Statistics of Income Bulletin, the Proceedings of the
American Statistical Association, and the INDEPEN-
DENT SECTOR s Spring Research Forum Working
Papers, along with facsimiles of tax forms and instruc-
tions and previously unpublished articles and tables. A
second volume in SOI’s tax-exempt compendium series,
with updated articles on the tax-exempt sector, was
published in the fall of 1993 [12]. These compendiums
represent only a portion of the available statistical
information that might be of value to interested users.
Copies of the microdata tapes for foundations and
charitable organizations are available for purchase from
Statistics of Income. Since the returns are open to public
inspection, these tapes contain identifiable records. Since
tax returns on the unrelated business income of organiza-
tions are not publicly disclosed, data from Form 990-T
returns are not available on tape. Special tabulations can
be prepared from all three sources on a reimbursable
basis.

Conclusion

SOl is responding to rapid changes in the nonprofit
sector with new programs for data collection and analy-
sis. These can be classified as follows:

®  Programs to keep pace with growth and
diversity in the nonprofit sector. SOI is respond-
ing to the rapid growth and diversity of the
nonprofit sector by working to improve the
classification of tax-exempt organizations. This
includes recoding all of the organizations
registered with IRS, based on the National
Taxonomy for Exempt Entities (NTEE) coding
scheme. This will allow for better information
about the various segments of the nonprofit sec-
tor, and will allow the IRS to identify groupings
where there is a need to improve compliance
through education efforts. In addition, SOI is
helping with efforts to revise the Standard In-
dustrial Classification (SIC) coding scheme to
better reflect the activities of tax-exempt or-
ganizations.

m  Programs to compare for-profit and nonprofit
organizations. SOl is considering ways to
expand the scope of its current statistical pro-

grams so that it would be possible to compare
for-profit and nonprofit institutions, such as
hospitals, in more systematic ways. Current
comparisons of nonprofit and for-profit hospitals
are a first step in this direction.

®  Programs to study the commercial income of
nonprofits. SOI has efforts underway to associate
unrelated (commercial) income and income
related to the exempt function of organizations.
In addition, there are plans to collate information
on nonprofits with their for-profit subsidiaries.
This would permit an examination of organiza-
tional structures composed of different business
types, such as hospitals.

Notes and References
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Internal Revenue Code section 501(c). Tax-exempt
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Federal income tax and the deduction from income
allowed to individuals and businesses contributing
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age these philanthropic activities.

[2] The Internal Revenue Code of 1986.

[3] Tax-exemptorganizations file Form 990, Return of
Organization Exempt from Income Tax; Form 990-PF,
Return of Private Foundation; and Form 990-T,
Exempt Organization Business Income Tax Return.

[4] Seealso Skelly, Daniel and Steuerle, Eugene, “The
Nonprofit Sector and Taxes: Invaluable and Largely
Untapped Research Bases,” Journal of Nonprofit
Management and Leadership, Summer 1992.

[5S] Charitable organizations exempt under Code section
501(c)(3) are hereafter referred to as “nonprofit
charitable organizations.”

[6] Nonprofit charitable organizations differ from private
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A 20-Year Review of the Nonprofit Sedor,

1975-1995

by Alicia Meckstroth and Paul Arnsberger

he nonprofit sector, also called the voluntary

sector or the independent sector, is an impor-

tant force in American society. Nonprofit
organizations, strengthened by charitable giving and
volunteering, make positive differences in communi-
ties, states, and the nation by providing goods and
services, often using innovative strategies. While
nonprofit organizations lack the resources and are
not structured to meet all of America’s needs, they
do play an important role in addressing needs and in
enhancing community strength, vitality, and diversity
[1]. During the 20-year period from 1975 to 1995,
the real assets and revenues of nonprofit organiza-
tions filing information returns with the IRS more
than tripled, to $1.9 trillion and $899 billion, respec-
tively . This compares to real growth in gross
domestic product (GDP) of 74 percent during the
same 20-year period [2].

The Statistics of Income (SOI) Division of the
IRS collects extensive data each year on the different
types of organizations that comprise the nonprofit
sector. Through these nonprofit sector statistical
programs, SOI is involved in ongoing data collection
efforts that allow researchers and policymakers to
better describe and measure the role of the different
types of nonprofit organizations in the American
economy.

The nonprofit sector includes a wide range of
organizations exempt under section 501(c) of the
Internal Revenue Code. First, those organizations
exempt under 501(c)(3) are considered charitable in
nature and include organizations, such as universities
and schools, hospitals, scientific research organiza-
tions, United Way campaigns, social service organi-
zations, community development groups, performing
arts groups, and environmental support organizations
(referred to as nonprofit charitable organizations).
Also exempt under section 501(c)(3) are private
foundations. The 501(c)(3) organizations operate
programs, provide services, and/or make grants in
order to fulfill charitable purposes. They can receive
tax-deductible contributions to support their pur-

Alicia Meckstroth is a contract employee working with the
Special Studies Branch. Paul Arnsberger is an economist
with the Special Studies Special Projects Section. This
article was prepared under the direction of Michael
Alexander, Chief; Special Projects Section.

poses. Each must serve the public good (as opposed
to private interests) to qualify for tax-exempt status.
Also, they are restricted in activities that can influ-
ence legislation and political campaigns.

In addition to these charitable organizations, the
nonprofit sector includes various other tax-exempt
organizations that provide an array of not-for-profit
services and activities that benefit their members, but
are not charitable in nature. These organizations are
exempt from Federal income tax under one of the
other 501(c) subsections of the Internal Revenue
Code. They include, for instance, civic leagues and
social welfare organizations, business leagues, recre-
ational and social clubs, fraternal and voluntary
employee beneficiary associations, and State-char-
tered credit unions. Unlike the 501(c)(3) organiza-
tions, the majority of these other exempt organiza-
tions are not eligible to receive tax-deductible chari-
table contributions.

This article is a summary profile of the nonprofit
sector over the past 20 years. It begins with a de-
scription of the data on nonprofit organizations that
are collected from Federal information and tax re-
turns by the Statistics of Income Division of IRS.
Next, it describes the manner in which the nonprofit
sector has grown and changed over the 20-year
period from 1975 to 1995. Then, it provides descrip-
tive statistical profiles of the different types of non-
profit sector organizations--nonprofit charitable
organizations, private foundations, and other tax-
exempt organizations--and highlights trends with
each over the past 20 years. In addition, it describes
the nature and extent of “unrelated business income”
earned by nonprofit organizations and the tax they
pay on it. The article concludes with a discussion of
the publications and services that are available
through SOI, as well as a discussion of SOI’s future
plans for its nonprofit sector statistical program.

IRS Data on Nonprofit Sector Organizations
A variety of tax policy issues related to exempt
organizations and the nonprofit sector can be ad-
dressed using data collected by the IRS from tax and
information returns, including the comprehensive
sample data from the Statistics of Income (SOI)
Division, as well as the less detailed population data
from the IRS administrative business master file.
This article relies primarily on SOI data, but draws
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on IRS master file data in cases where SOI data are
not available. The available data from SOI and the
IRS master file are described below.

Statistics of Income Data

The Statistics of Income (SOI) Division constructs
population estimates and compiles detailed descrip-
tive data of nonprofit organizations using samples of
tax and information returns filed by the organiza-
tions. Data--financial and otherwise--are compiled
from the income statements, balance sheets, and
schedules of the tax and information returns. Data
are collected annually by SOI for the following types
of nonprofit organizations:

U Nonprofit charitable organizations exempt under
subsection 501(c)(3). (Filers of Form 990,
Return of Organization Exempt from Income Tax
or Form 990-EZ)

U Private foundations exempt under subsection
501(c)(3). (Filers of Form 990-PF': Return of
Private Foundation (or Section 4947(a)(1)
Charitable Trust Treated as a Private Founda-
tion) [3]

U Other organizations exempt under subsections
501(c)(4)-(c)(9). (Filers of Form 990, Return of
Organization Exempt from Income Tax or Form
990-EZ)

U Organizations exempt under section 501(c) that
earned income from activities that were unrelated
to the organizations’ exempt purpose. (Filers of
Form 990-T, Exempt Organization Business
Income Tax Return)

SOI data are most recently available for Report-
ing Year 1995 for all of these types of organizations.
Since the mid-1970s, data on exempt organizations
have been collected by SOI. Private foundation data
were first collected by SOI for Reporting Year 1974;
other exempt organization data were first collected
by SOI for Reporting Year 1975. For the 1975
study, SOI collected sample data for all types of
organizations exempt under section 501(c), including
those exempt under subsections 501(c)(1), (c)(2),
and (¢)(10)-(c)(25), for which later SOI data are not

available.

Since 1982, SOI data on private foundations and
nonprofit charitable organizations have been col-
lected annually (except for 1984). In 1988, the study
of nonprofit charitable organizations was expanded
to include organizations exempt under subsections
501(c)(4)-(c)(9). Finally, in 1987, an annual study of
the unrelated business income of exempt organiza-
tions was initiated. Together, all of these studies
provide a basis for examining the growth in the
American economy’s nonprofit sector.

SOI data are based on stratified probability
samples, with higher sampling rates for the larger
organizations [4]. The data are subject to compre-
hensive consistency and validity testing and correc-
tion procedures to ensure that they are of high qual-

ity.

IRS Master File Administrative Data

In addition to the SOI studies, the IRS collects
selected data items from a// exempt organization
returns through the administrative Business Master
File of exempt organizations. Master File data for
Reporting Year 1995 include all those organizations
that filed 1995 returns through the end of Calendar
Year 1997, or essentially the entire population
required to file. Master File data are used for IRS
administrative purposes. Unlike the SOI data files,
only limited information (for example, total assets,
total revenue, and total contributions received) is
available from these annual administrative files. In
addition, these Master File data are subject only to
limited testing; thus, taxpayer filing errors may not
always be corrected.

Although this article relies primarily on SOI data
for all years, it draws on Master File data in cases
where SOI data are not available. That is, since SOI
data are not available for 1995 for organizations
exempt under subsections 501(c)(1), (c)(2), and
(c)(10)-(c)(25), master file data are used to present
estimates related to these organizations for that year.

Profile of the Nonprofit Sector

In 1995, there were approximately 1.2 million
nonprofit organizations exempt under section 501(c)
of the Internal Revenue Code, including private
foundations. Of these, only about 355,000 were
required to file information returns with the IRS.
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The remainder, approximately 845,000, were not 1975 to 1995 [6,7]. This compares to growth in real
required to file either because they were churches, GDP of 74 percent during this same 20-year period.
synagogues, or other religious organizations (over The greatest growth came from the nonprofit chari-
340,000) or because they had annual gross receipts table organizations and private foundations.
of less than $25,000 [5]. Of those that filed infor- The revenues of all organizations exempt under
mation returns, 51 percent were nonprofit charitable section 501(c) are estimated at 12.4 percent of the
organizations exempt under section 501(c)(3); 13 1995 gross domestic product (GDP), which is more
percent were private foundations also exempt under than double that of 20 years ago. By excluding from
section 501(c)(3); 36 percent were other types of the calculation the revenue of other exempt organiza-
organizations exempt under subsections 501(c)(1), tions and private foundations, the revenue of
(©)(2), or (c)(4) - (¢)(25), including business leagues, 501(c)(3) nonprofit charitable organizations alone
civic leagues, labor organizations, and social clubs. represents 9.1 percent of GDP. It should be noted,
Nonprofit organizations represent an important however, that the nonprofit sector’s share of GDP
and growing force in the American economy. From does not account for double-counted contributions;
1975 to 1995, the total number of all nonprofit that is, it does not remove those contributions that are
organizations that filed returns with the IRS--those given by one nonprofit organization to another non-
organizations exempt under section 501(c) of the profit organization. One study, using 1987 data,
Internal Revenue Code--increased by 44 percent to suggested that the total revenue of 501(c)(3) nonprofit
an estimated 355,000. Figure A shows the number charitable organizations would be approximately 5
of each type of exempt organization for both 1975 percent less each year if adjustments for such double-
and 1995, along with total assets and revenues. The counting were made [8]. Given this, if revenues of all
total revenue and total assets reported by exempt 501(c)(3) organizations were reduced by 5 percent,
organizations more than tripled in real terms from their share of GDP would fall from 9.1 percent to an

Total Assets and Revenue of All Internal Revenue Code 501(c) Exempt Organizations, 1975 and
1995, in Current and Constant Dollars’

[Money amounts are in millions of dollars]

Total Current dollars Constant dollars
Tax year and type of organization number
of exempt Total assets® Total revenue Total assets® Total revenue
organizations?
(1) (2) (3) (4) (5)

1995
All exempt organizations, 355,367 1,903,148 898,533 1,770,370 835,845
501(c)(3) nonprofit charitable organizations.......................... 180,931 1,143,079 663,371 1,063,329 617,089
501(c)(3) private foundations 47,983 263,386 32,290 245,010 30,037
All other exempt oraanizations 126,453 496,683 202,872 462,031 188,718

1975
All exempt organizations, 247,086 201,801 93,614 479,451 222,414
501(c)(3) nonprofit charitable oraanizations.......................... 82,048 108,509 54,149 257,802 128,651
501(c)(3) private foundations.... 26,889 25,514 3,263 60,618 7,752
All other exempt oraanizations 138,149 67,778 36,202 161,031 86,011

* Adjustments for inflation are based on the 1992 chain-type price index for Gross Domestic Product from the U.S. Department of Commerce, Bureau of Economic Analysis,
Survey of Current Business, Table 7.1.

2 The total number of organizations includes only those that were required to file an information return with the IRS.

3 Assets were generally reported in book value for the 501(c)(3) nonprofit charitable organizations and the other exempt organizations. While assets for the private foundations
were reported in book value for 1975, they were reported in fair market value for 1995.

4 Includes organizations exempt under sections 501(c)(1), (2), and (4) through (25).

NOTE: Data for 1995 for those organizations exempt under subsections 501(c)(3) through (c)(9) are from the 1995 SOI study. For organizations exempt under all other

subsections, data are from the IRS's administrative master file. Data for 1975 are from the 1975 SOl study (and, for private foundations, from the 1974 SOI study).
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estimated 8.7 percent [9].

Despite their important role, nonprofit organiza-
tions comprise a much smaller share of the American
economy than either business or government. That
is, the nonprofit sector’s share of national income
was estimated at less than half that of the government
sector for 1995 [10]. For a detailed accounting of the
different types of organizations that comprise the
nonprofit sector, refer to the Nonprofit Almanac [11].

Nonprofit Charitable Organizations Exempt
Under Section 501(c)(3)

Nearly 181,000 nonprofit charitable organizations
exempt under section 501(c)(3) filed Forms 990 for
1995. These organizations held $1.1 trillion in
assets and earned over $663 billion in revenues [12].
In addition, they received nearly $128 billion in
contributions, gifts, and grants from a combination of
public and private sources. Although more than 75
percent of these nonprofit charitable organizations
each held less than $1 million in assets, the vast
majority of assets and revenues are accounted for by
those organizations that held $50 million or more in
assets. These large nonprofit charitable organiza-
tions held 76 percent of total assets and accounted

Money amounts are in millions of dollars

for 65 percent of total revenues for 1995.

Beginning with Tax Year 1994, SOI has been
classifying nonprofit charitable organizations using
the National Taxonomy of Exempt Entities (NTEE),
developed by the National Center for Charitable
Statistics [13]. This system classifies organizations
based on their institutional purpose and major activ-
ity. The NTEE system is comprised of 26 groups,
which can be aggregated into the 10 major categories
shown in Figure B.

There were nearly 72,000 human service organi-
zations in 1995, comprising 40 percent of the total
number of nonprofit charities filing returns with the
IRS. Educational and health-related organizations,
while fewer in number, held the majority of assets, a
combined $726 billion. Mutual benefit organizations
also held a large amount of assets despite their small
numbers. Organizations in the health category re-
ceived the most revenue for 1995, nearly $365 bil-
lion. Eighty-six percent of this revenue was gener-
ated by program services, by far the largest portion
of revenue of any of the 10 major groups. Some
other categories relied heavily on contributions, gifts,
and grants (religion-related organization) or member-
ship dues (mutual benefit associations).

Selected Items for Nonprofit Charitable Organizations Classified by NTEE Major Category, 1995

2 Excludes most colleges and universities operated by State and local governments.
3 Less than $500,000.

Total Contributions,]  Program Excess of
NTEE maijor Number of Total Total fund Total qifts, service Total revenue
category’ returns assets liabilities balance or revenue and revenue expenses over
net worth grants expenses
@) (2) (3) (4) (5) (6) 7 (8) 9)
Total 180,931 1,143,079 512,383 630,696 663,371 127,743 443,052 604,645 58,725
Arts, culture, and humanities.........] 19,492 36,777 5,869 30,908 15,441 7,359 4,418 12,858 2,583
Education?..........cccoveeiieiieence 27,011 303,352 79,128 224,223 123,035 32,512 66,305 100,836 22,199
6,340 13,127 3,343 9,785 5,425 2,490 1,481 4,587 839
29,644 423,400 196,118 227,282 364,682 28,674 314,437 344,780 19,901
Human services.... 71,897 99,216 51,816 47,400 76,565 33,366 36,268 72,716 3,849
International, foreign affairs...........] 2,481 5,561 1,671 3,890 6,565 5,442 706 6,393 173
Mutual, membership benefit..........| 562 166,795 156,618 10,177 35,990 123 10,981 35,496 494
Public, societv benefit 15,746 86,767 16,279 70,488 30,795 14,450 7,820 22,647 8,148
Religion-related 7,427 7,853 1,463 6,390 4,796 3,260 637 4,275 522
Unknown, unclassified.................. 332 231 78 154 76 67 ) 59 17
* The National Taxonomy of Exempt Entities (NTEE) is a classification system that uses 26 major field areas that can be aggregated into 10 categories, shown above. It was

developed by the National Center for Charitable Statistics. The codes describe the purposes and activities of the organizations. See Notes and References.

NOTES: Data are from Forms 990 and 990-EZ for nonprofit charitable organizations that are tax-exempt under Code section 501(c)(3) and exclude private foundations, most
churches, and certain other types of religious organizations. Detail may not add to totals because of rounding and processing tolerances.
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Twenty-Year Nonprofit Charitable Organization
Growth

The growth in nonprofit charitable organizations
over the period from 1975 to 1995 has been dra-
matic. During this nearly 20-year period, the number
of nonprofit charitable organizations that file Form
990 more than doubled, from over 82,000 for 1975 to
nearly 181,000 for 1995. The growth in nonprofit
charitable organization assets and revenues has been
even more dramatic, as illustrated in Figure C. This
figure shows real growth in assets, revenues, and
contributions received by nonprofit charitable
organization filers. The growth in total assets and
total revenues increased by over 312 percent and 380
percent, respectively, from 1975 to 1995. However,
the amount of contributions received, which cur-
rently comprises about one fifth of total revenue,

increased by only 190 percent, less than the growth
in assets and revenues.

Revenues of Nonprofit Charitable Organizations
As a group, nonprofit charitable organizations rely
on program service revenue as their primary source
of income. Program service revenue is comprised
primarily of fees collected from the programs and
activities operated in support of an organization’s
tax-exempt purpose. Examples of program service
revenue include tuition and fees at educational
institutions, hospital patient care charges (including
Medicare and Medicaid payments), admissions fees
collected by museums or community performing arts
groups, and YMCA/YWCA activity fees. As shown
in Figure D, program service revenue comprised
two-thirds of nonprofit charitable organization

Internal Revenue Code Section 501(c)(3) Nonprofit Charitable Organizations: Total
Assets, Revenue, and Contributions Received, 1975-1995, in Constant Dollars®

Billions of dollars
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3
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o
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L
a00 | 39p~" g3 374 9%
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28— 250 ¢
200 F 291/ Total contributions received
129 4
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100 F 59 63 / T 75 T 80 U e
O L
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Tax years

* Adjustments for inflation are based on the 1992 chain-type price index for Gross Domestic Product from the U.S. Department of Commerce, Bureau of Economic
Analysis, Survey of Current Business, Table 7.1.

NOTES: SOl data were used for all years. Total revenue estimates for 1977 and 1978 actually represent total receipts; total revenue was not available from SOI data for
these years. Total receipts generally are greater than total revenue by the sum of cost of goods sold and sales and revenue expenses.
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Figure D

Sources of Internal Revenue Code Section 501(c)(3) Nonprofit Charitable
Organization Revenue, by Size of Organization, 1995

All Organizations’

9%

‘ Small Organizations? Medium Organizations®

v

Large Organizations *

7

[ ] Program service revenue Bl Contributions received E Interest’
[l Net gain (less loss) [] Membership dues Other revenue’
from sales of assets and

*Includes organizations with assets unreported or equal to zero, which are not shown separately.

2 Small organizations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

3 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.

4Large foundations are those holding $50,000,000 or more in fair market value of total assets.

5 Sum of "Dividends and interest from securites," and "Interest on savings and temporary cash investments," from Form 990.

6 Sum of "Net rental income," "Other investment income," "Net income (loss) from special events and activities," "Gross profit (loss) from sales of inventories,” and "Other
revenue," as reported on the Form 990. "Other income" includes items such as interest on notes receivable not held as investments; interest on loans to officers,
directors and other employees; and royalties that do not constitute investment income or program service revenue.

NOIE: Data are from Form 990 tilers only.
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revenue. In general, as the size of the organization
increases, so does its reliance on this type of revenue.
Since 1975, nonprofit charitable organizations have
increasingly relied on program service revenue.

They earn or receive smaller portions of total rev-
enue from two other sources: contributions, 19
percent; and investment income such as dividends,
interest, and net gain from sales of assets, 6 percent.
The proportion of revenue that nonprofit charitable
organizations receive from contributions has dropped
substantially since 1975, when contributions received
represented nearly one-third of total revenue.

Of the contributions received by nonprofit chari-
table organizations, 42 percent were from govern-
ment grants (not including government contracts),
and 58 percent were from nongovernmental sources.
These percentages were very similar for 1982 data,
the first year SOI collected data on the different types
of contributions received by nonprofit organizations.
In general, smaller organizations tend to rely much
more on contributions, gifts, and grants. Typically, as
organizations increase in size, they tend to rely less
on contributions and more on program service rev-
enue as their primary source of income.

Assets of Nonprofit Charitable Organizations
The assets of nonprofit charitable organizations are
comprised of a variety of investments and other
holdings. Figure E reveals that over one half, or 55
percent, of assets are comprised of investments,
which include securities, such as corporate stock,
corporate bonds, and U.S. and State Government
obligations; savings and temporary cash investments;
and other miscellaneous investments. Holdings of
charitable-purpose land, buildings, and equipment
(less accumulated depreciation) comprise one-quarter
of total assets. The remaining 19 percent of assets
are comprised of net accounts receivable; other types
of receivables, such as pledges, grants, and loans;
inventories for sale or use; prepaid expenses and
deferred charges; cash; and other assets, such as
program-related investments (those investments
made primarily to accomplish an exempt purpose).
Over time, nonprofit charitable organizations, in
aggregate, have tended to hold greater proportions of
assets as investments in securities.

As organizations increase in size, they tend to
hold a greater proportion of their assets as invest-

ments in securities, and less as savings and other
temporary cash investments. For instance, for 1995
those small organizations that held less than $1
million in total assets held 10 percent of their assets
as investments in securities and 26 percent as savings
and other temporary cash investments. In contrast,
those large organizations that held $50 million or
more in assets held 43 percent of assets as invest-
ments in securities and 6 percent as savings and other
temporary cash investments.

Private Foundations

Nearly 48,000 private foundations filed Form 990-PF
returns with the IRS for Reporting Year 1995. These
organizations held $263 billion in fair market value
assets, received $32 billion in revenues, and distrib-
uted $13 billion in charitable gifts and grants to
various causes, such as education, health, human
services, community development, the arts and
humanities, the environment, and research. Although
72 percent of all private foundations each hold less
than $1 million in assets, the majority of foundation
assets are held by the less than 1 percent of founda-
tions that hold $100 million or more in assets. These
very large foundations account for about 60 percent
of total foundation assets and half of total foundation
revenues.

A private foundation is a nonprofit, tax-exempt
corporation, association, or trust, which is narrowly
supported and controlled, usually by an individual,
family, or corporation. It is this narrow base of
support and control that distinguishes a private foun-
dation from other charitable organizations exempt
under section 501(c)(3). Due to their centralized
support and control, foundations are more strictly
regulated compared to other nonprofit organizations.
The majority of foundations are “nonoperating foun-
dations” that generally provide indirect charitable
support by making grants to other nonprofit organi-
zations that conduct charitable programs of their
own. These nonoperating foundations (92 percent of
all foundations) are required to distribute a minimum
amount each year for charitable purposes. The
required minimum “pay out” amount is based on 5
percent of the value of a foundation’s net investment
assets. In addition, most foundations are required to
pay an annual 2 percent excise tax on their invest-
ment income.
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Composition of Internal Revenue Code Section 501(c)(3) Nonprofit Charitable
Organization Assets, by Size of Organization, 1995

All Organizations

440/L

Small Organizations® ‘ Medium Organizations?

Large Organizations?®

D Investments in securities HM Other investments % Accounts receivable

. Savings and temporary
cash investments

Charitable purpose land, [] other assets®
buildings, and equipment
1 Small organizations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

2 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.
3 Large foundations are those holding $50,000,000 or more in fair market value of total assets.

invactmante in art rnine Anld and name

“Sum of "Investments in land, buildings, and equipment," and Other investments," as reported on the Form 990. "Other investments" include items such as advances; and

5 Sum of "Cash," "Pledges receivable," "Grants receivable," "Receivables due from officers, directors, trustees, and key employees," "Other notes and loans receivable,"
"Inventories for sale or use," "Prepaid expenses and deferred charges," and "Other assets" as reported on the Form 990. "Other assets" include, for example, program-

related investmente which are investmente made nrimarilv tn accnmnlich an exemnt niirnnee  rather than tn nradiice incnme

NOTE: Data are from Form 990 filers only.
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20-Year Private Foundation Growth

Private Foundations rely largely on asset growth,
earned income from investments, and contributions
received to support their charitable giving. As with
the nonprofit charitable organizations, private
foundations have grown dramatically over the past
20 years, as illustrated in Figure F. While the
number of foundations increased by only 78 percent
from 1974 to 1995, foundation fair market value real
assets soared, increasing nearly fourfold over the 21-
year period. Foundation assets grew relatively
steadily each year, with the exception of two years
when the value of assets dropped. Since foundations
hold the majority of their assets as investments and
earn a large portion of their revenue through invest-
ment income, they assume more risk than other
nonprofit organizations, and, hence, experience

Dollars

Rillinne nf dnllare

Private Foundations: Total Assets, Revenue, and Grants Paid, 1974-1995, in Constant

greater short-term volatility, but also greater long-
term growth. Overall, foundation revenues,
measured in real terms, more than tripled from 1974
to 1995, despite year-to-year fluctuations. The
growth of foundation assets has helped to support
growth in their charitable giving, which increased in
real terms by 133 percent from 1974 to 1995.

Revenues of Private Foundations

Private foundation revenue is comprised largely of
various types of investment income, as shown in
Figure G. For 1995, foundations earned about two-
thirds of their revenue from investments, which
included 37 percent from net gains from sales of
assets, 24 percent from dividends and interest from
securities, and 4 percent from interest on savings and
temporary cash investments. And, like other non-

of Economic Analysis, Survey of Current Business, Table 7.1.

2 Data for 1974 on total assets were not available in fair market value.
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1 Adjustments for inflation are based on the 1992 chain-type price index for Gross Domestic Product from the U.S. Department of Commerce, Bureau
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Sources of Private Foundation Revenue, by Size of Foundation, 1995

‘ All Foundations'

6%

Small Foundations? Medium Foundations?® Large Foundations *

- Contributions, gifts, and grants received I:l Net gain (less loss) from sales of assets

Other interest ° % Other income °

|:| Dividends and interest from securities

* Includes foundations with assets unreported or equal to zero, which are not shown separately.

2 Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

3 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.
4 Large foundations are those holding $50,000,000 or more in fair market value of total assets.

° Represents "Interest on savings and temporary cash investments," as reported on Form 990-PF.

8 Includes "Gross rents and royalties" and "Gross profit (or loss) from business activities" as reported on Form 990-PF, as well as items such as imputed interest on
deferred payments and program-related investment income.
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profit charitable organizations, foundations also rely
on contributions as a source of revenue. Most of the
remaining revenue was comprised by contributions,
29 percent. Compared to 1974 data, the proportion
of foundation revenue comprised by these different
sources has remained fairly constant.

As foundations grow in asset size, they rely
much more on investment income as their primary
source of income and much less on contributions.
For instance, the largest foundations--those holding
$100 million or more in fair market value of assets--
received 80 percent of revenue from investment
income and 15 percent from contributions for 1995.
On the other hand, the smallest foundations--those
holding less than $1 million in fair market value of
assets--received only 25 percent of revenue from
investment income, but 65 percent from contribu-
tions. It is likely that at least some of the contribu-
tions received by smaller foundations are made by
the larger foundations.

Assets of Private Foundations

Holdings of investment assets dominate total founda-
tion assets, comprising 93 percent of assets for 1995.
As illustrated in Figure H, over three-quarters of
foundation assets were held as investments in
securities, which include corporate stock (58 per-
cent), corporate bonds (8 percent), and government
obligations (12 percent). Significant proportions of
other types of assets held by foundations include
investments in savings and temporary cash invest-
ments, 5 percent, and “other” investments, 10
percent. The “other” investment category includes,
for example, investments in land, buildings, and
equipment, and mortgage loans. Since 1982 (the first
year for which detailed data by asset type was
available in fair market value), the proportion of
assets comprised by investments has remained fairly
constant, 92 percent for 1982 compared to 93 percent
for 1995.

As foundations grow in size, they tend to engage
in more sophisticated investment practices and hold
greater proportions of investments in securities. For
instance, the largest foundations held 81 percent of
their assets as investments in securities for 1995,
while the smallest foundations held 59 percent of
their assets in this manner. Due in large part to their
greater holdings of investments in securities, the

larger foundations have realized much greater in-
creases in asset growth over the past 20 years com-
pared to their smaller foundation counterparts.

Private Foundation Investment Performance and
Charitable Giving

Three measures of foundation behavior are interest-
ing to examine: (1) the realized investment income
earned by a foundation on its investment assets, or its
“income yield;” (2) total capital appreciation of a
foundation’s endowment, or its “rate of total return
on assets”; and (3) charitable distributions made as a
proportion of adjusted net investment assets, or a
foundation’s “payout rate” [14].

A foundation’s net investment income yield is
calculated by dividing net investment income by end-
of-year fair market value of assets. The median
income yield, 5.8 percent for 1995, has remained
relatively constant since the mid-1980’s, when SOI
began calculating the yield regularly. For instance,
during the period 1986 to 1995, the median income
yield ranged from a low of 4.9 percent for 1994 to a
high of 7.7 percent for 1989. Larger foundations
typically earn higher income yields. For instance,
foundations holding $100 million or more in assets
realized a median yield of 8.0 percent for 1995,
compared with 4.5 percent for small foundations
holding between $1 and $100,000 in assets. Large
foundations, compared to small foundations, rely
more on investment income as a source of revenue.
These foundations also possess the resources to use
more sophisticated investment management tech-
niques. Both factors help explain why the larger
foundations typically realize higher income yields.

The rate of return, a measure of the total capital
appreciation of a foundation, is a more comprehen-
sive measure of investment performance than the
income yield. The formula used here to calculate
rate of return measures the change in the value of the
entire asset base, with considerations for inflows and
outflows of money [15]. The formula measures the
realized income from assets, investments, and other-
wise, as well as the unrealized appreciation or depre-
ciation of fair market value of assets. As calculated
using SOI statistics, the median foundation earned a
rate of total return of 10.2 percent for 1995. Founda-
tions experience more year-to-year variation in rates
of total return, compared to income yields, as fluc-
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Composition of Private Foundation Assets, by Size of Foundation, 1995

All Foundations I
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‘ Small Foundations’

|:| Investments in corporate stock Investments in government obligations % Investments in corporate bonds

. Savings and temporary cash investments H]]mm Other investments* |:| Charitable purpose land, buildings and equipment

1 Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.
2 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.
3 Large foundations are those holding $50,000,000 or more in fair market value of total assets.

includes items such as advances: certificates of investment: and investments in art. coins. aold. and aems
5 Sum of "Cash: non-interest bearing accounts," "Inventories," "Prepaid expenses and deferred charges," "Accounts receivable, net," "Pledges receivable, net," "Grants

for example, program-related investments, which are investments primarily to accomplish a charitable purpose rather than to produce income.
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receivable," "Receivables due from disqualified persons," "Other notes and loans receivable," and "Other assets" as reported on the Form 990-PF. "Other assets" include,




A 20-Year Review of the Nonprofit Sector, 1975-1995

tuations in the rates of total return tend to coincide
with fluctuations in the stock market. This is particu-
larly true for larger foundations, which typically hold
a greater proportion of assets as investments, making
them able to earn higher returns, but subjecting them
to greater risk and volatility in realized returns. For
instance, the median foundation earned a rate of
return that dropped from 1.9 percent for 1993 to less
than 1 percent for 1994, only to rise sharply to 10.2
percent for 1995.

As with income yields, large foundations typi-
cally realize higher rates of return compared to their
smaller counterparts. For 1995, the largest founda-
tions, or those holding $100 million or more in as-
sets, realized a median rate of 19.8 percent, com-
pared with 1.8 percent for the smallest foundations,
or those holding between $1 and $100,000 in assets

The payout rate measures a foundation’s “quali-
fying (charitable) distributions” as a proportion of its
net investment assets. Nonoperating foundations are
required to pay out 5 percent of the value of their net
investment assets each year. Aggregate foundation
payout rates are generally very steady from year to
year. For instance, from 1986 to 1995, the median
payout rate ranged from a low of 6.1 percent for
1993 to a high of 7.2 percent for 1988.

Small foundations tend to distribute more chari-
table dollars relative to their required amount. Con-
sequently, they tend to have higher payout rates
compared to the larger foundations. For instance, the
median payout rate for 1995 for the smallest founda-
tions, 10.5 percent, was much higher than the median
payout rate for the largest foundations, 5.1 percent.
Payout rates for the large and midsized foundations
generally are between 5.0 and 6.0 percent, or very
close to the required 5 percent. Those of the smaller
foundations, which tend to emphasize current chari-
table giving, rather than long-term endowment
growth, are typically much higher than the required
rate. The larger foundations, in contrast, typically
reinvest a greater proportion of their return on invest-
ments, consequently growing their endowments,
which helps to ensure increased amounts of chari-
table giving in the future.

Other Exempt Organizations

Other nonprofit organizations, as discussed here, are
those organizations exempt under subsections
501(c)(4)-(c)(25) of the Internal Revenue Code [16].

These other exempt organizations--including civic
leagues, business leagues, labor organizations, and
recreational clubs, among others--encompass a
diverse group of voluntary organizations that provide
various services, activities, and programs for differ-
ent subgroups within the American population. For
1995, over 119,000 “other exempt organizations,”
those that are exempt filers under sections 501(c)(4)
through 501(c)(25), held $455.3 billion in assets and
received $192.2 billion in revenues. Unlike the
nonprofit charitable organizations that are tax-
exempt under section 501(c)(3), most of these other
exempt organizations are not eligible to receive tax-
deductible contributions. Figure I provides a
summary description of the different types of 501(c)
organizations and the activities in which they engage.
Table 1 provides selected financial data for both
1975 and 1995 for all Form 990 filers exempt under
section 501(c) (excluding private foundations). The
table presents data in constant, 1992-based dollars.

The section 501(c)(4) through (c)(25) exempt
organizations represent a smaller proportion of the
nonprofit sector compared to the nonprofit charitable
organizations exempt under section (501)(c)(3). For
instance, for 1995, these other exempt organizations
comprised over 39 percent of section 501(c) Form
990 filers in number, 28 percent in total assets, and
22 percent in total revenue. This represents a smaller
share than for 1975, when these organizations com-
prised 61 percent of the section 501(c) Form 990
filers, held 34 percent of total assets, and received 39
percent of total revenues.

Four types of organizations comprise nearly 70
percent of the total number of organizations exempt
under sections 501(c)(4) through 501(c)(25). Based
on 1995 data, these include:

501(c)(6): Business leagues, chambers of
commerce, and real estate boards, 21 percent

501(c)(4): Civic leagues, social welfare organi-
zations, and local employee associations, 18
percent

501(c)(5): Labor, agricultural, and horticultural
organizations, 18 percent

501(c)(7): Social and recreational clubs, 13
percent
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Types of Exempt Organizations, by Internal Revenue Code Section 501(c)
Internal Revenue Description of General nature
Code section organization of activities

501(c)(1) Corporations organized under Act of Congress Instrumentalities of the United States

501(c)(2) Title holding corporation for an exempt organization (e.g., Masonic Holds title to property of an exempt organization
building corporations)

501(c)(3) Charitable, religious, educational, scientific, and literary organizations Promotes public welfare (as opposed to private interests) primarily
(including private foundations) and organizations that foster national or through charitable, religious, educational, scientific, or literary activities
international amateur sports competitions, prevent cruelty to children
and animals, and test for public safety (e.g., Yale University, Kaiser
Foundation Health Plan, United Way, Ford Foundation)

501(c)(4) Civic leagues, social welfare organizations, and local associations of Promotes community welfare and activities from which net earnings are
employees (e.g., Lions Clubs, Rotary Clubs, volunteer fire departments) devoted to charitable, educational, or recreational purposes

501(c)(5) Labor, agricultural, and horticultural organizations (e.g., Major League Educational or instructive groups whose purpose is to improve
Baseball Players Association, United Auto Workers) conditions of work, products, and efficiency

501(c)(6) Business leagues, chambers of commerce, and real estate boards (e.g., Works toward improvement of business conditions in one or more
National Football League, American Bar Association) lines of business

501(c)(7) Social and recreational clubs (e.g., Metropolitan Club, sorority and Pleasure, recreational, and social activities
fraternity chapters)

501(c)(8) Fraternal beneficiary societies and associations (e.g., B'nai B'rith, Loyal Provides for payment of life, sickness, accident, or other benefits to
Order of Moose) members

501(c)(9) Voluntary employee beneficiary associations (including Federal Provides for payment of life, sickness, accident, or other benefits to
employees' voluntary beneficiary associations formerly covered under members
501(c)(10)) (e.g., U.S. Steel and Carnegie Pension Plan, National
Education Association Members Insurance Trust)

501(c)(10) Domestic fraternal societies (e.g., Knights Templar) Devotes nets earnings to charitable, fraternal, and other specified

purposes, without life, sickness, or accident benefits to members

501(c)(11) Teachers' retirement fund associations Fiduciary association that provides payment of retirement benefits

501(c)(12) Local benevolent life insurance associations, mutual ditch or irrigation Activities of a mutually beneficial nature implied by the description of
companies, mutual or cooperative telephone companies, and like the class of organization
organizations

501(c)(13) Cemetery companies Provides burials and incidental related activities to members

501(c)(14) State-chartered credit unions and mutual reserve funds Provides loans to members

501(c)(15) Certain mutual insurance companies or associations Provides insurance to members substantially at cost

501(c)(16) Farmers cooperatives organized to finance crop operations Finances crop operations in conjunction with activities of a marketing

or purchasing association

501(c)(17) Supplemental unemployment benefit trusts Fiduciary agent that pays supplemental unemployment compensation

benefits

501(c)(18) Employee-funded pension trusts Provides for payments of benefits under a pension plan funded by

employees

501(c)(19) War veterans organizations (e.g., American Legion Posts) Provides services and activities for war veterans

NOTE: A small number of other organizations are also exempt under subsections 501(c)(20)-(25). These include: prepaid legal service funds exempt under 501(c)(20); black lung

benefit trusts exempt under 501(c)(21); withdrawal liability payment funds exempt under 501(c)(22); associations of past and present members of the armed forces founded before 1880,
exempt under 501(c)(23); trusts described in section 4049 of the Employee Retirement Income Security Act of 1974 exempt under 501(c)(24); and title-holding corporations or trusts with
no more than 35 shareholders or beneficiaries and only one class of stock or benefit interest exempt under 501(c)(25). Those organizations exempt under 501(c)(20) were only exempt
for reporting years before June 20, 1992.
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Other types of organizations, while relatively
small in number, hold large portions of other exempt
organization assets. State-chartered credit unions
exempt under section 501(c)(14), for instance, com-
prise 33 percent of total other exempt organization
assets, but represent only 1 percent in number. Simi-
larly, local benevolent life insurance associations
exempt under section 501(c)(12) comprise 11 percent
of total other exempt organization assets, but repre-
sent only 3 percent in number. Two other types of
organizations also hold relatively large shares of
other exempt organization assets: voluntary em-
ployee beneficiary associations exempt under section
(501)(c)(9), 15 percent; and civic leagues, social
welfare organizations, and local employee associa-
tions exempt under section 501(c)(4), 10 percent.

The majority of the revenues of other exempt
organizations are attributable to the 501(c)(9) volun-
tary employee beneficiary associations, 37 percent,
and three other types of other exempt organizations
that each represent from 10 to 15 percent of total
revenue: section 501(c)(4) civic leagues, social
welfare organizations, and local employee associa-
tions; section 501(c)(12) local benevolent life insur-
ance associations; and section 501(c)(6) business
leagues, chambers of commerce, and real estate
boards.

20-Year Profile of Other Exempt Organizations
The other exempt organizations have not realized the
same levels of growth as nonprofit charitable organi-
zations and private foundations over the past two
decades. In fact, the number of these organizations
actually fell from 1975 to 1995 by 11 percent [17].
Nevertheless, real assets and revenues increased by
197 and 113 percent, respectively, well below the
rates of increase of other section 501(c)(3) nonprofit
organizations. Over the 20-year period, the biggest
decrease in the number of organizations was for the
501(c)(5) labor, agricultural, and horticultural
organizations, which fell by over 7,000 organiza-
tions, or 25 percent. The greatest increase in the
number of organizations occurred among the
501(c)(6) business leagues, chambers of commerce,
and real estate boards, which grew by nearly 8,000
organizations, or 46 percent.

In terms of assets, the greatest increases were
realized by two types of organizations: State-char-

tered credit unions and voluntary employee benefi-
ciary associations, 501(c)(14) and 501(c)(9), respec-
tively. Over the 1975-1995 period, these organiza-
tions realized real asset gains of 420 percent and 504
percent, respectively. In terms of revenues, the
greatest increases were realized by the voluntary
employee beneficiary associations and the 501(c)(12)
local benevolent life insurance associations, which,
respectively, received over 469 and 333 percent more
in real revenues for 1995 compared to 1975. Not all
other exempt organizations, however, saw their
revenues increase over the 20-year period. For
instance, the revenues of the 501(c)(4) civic leagues,
social welfare organizations, and local employee
associations fell by 24 percent, as their receipts from
member dues and assessments dropped dramatically.

Revenues and Assets of Other Exempt Organiza-
tions

Other exempt organizations rely largely on program
service revenue as a source of income. Program
service revenue comprised 69 percent of total other
exempt organization revenue for 1995, nearly the
same percentage as for the 501(c)(3) nonprofit
charitable organizations. Program service revenue
represents income from fees collected from programs
and activities that are operated to support the organi-
zations’ tax-exempt purposes. Examples of program
service revenue include interest income on loans a
credit union makes to its members, payments re-
ceived by voluntary employee beneficiary
associations from participants or employers of
participants for health and welfare benefits coverage,
insurance premiums received by a fraternal benefi-
ciary society, and registration fees received in
connection with a meeting or convention. It also
includes income from program-related investments,
which are investments made for the primary purpose
of accomplishing an exempt purpose consistent with
the organization’s exempt status--for example,
scholarship loans or low-interest loans to charitable
organizations or indigent persons.

Over the past 20 years, other exempt organiza-
tions have tended to rely increasingly on program
service revenue as their primary source of revenue.
At the same time, their overall reliance on contribu-
tions received and member dues and assessments has
fallen. For instance, for 1975, member dues and
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assessments comprised over half of total other ex-
empt organization revenue, and contributions re-
ceived, one-tenth. However, by 1995, dues and
assessments comprised only 14 percent of total other
exempt organization revenue, and contributions
received, only 3 percent. For 1995, program service
revenue was the major source of revenue for many
exempt organizations, including section 501(c)(8)
fraternal beneficiary societies, section 501(c)(9)
voluntary employee beneficiary associations, section
501(c)(12) local benevolent life insurance associa-
tions, and section 501(c)(14) State-chartered credit
unions.

Still, some exempt organizations do rely on
member dues and assessments, rather than program
service revenue, as their primary source of income.
For instance, section 501(c)(5) labor, agricultural,
and horticultural organizations and section 501(c)(7)
social and recreational clubs both receive nearly 60
percent of revenue from member dues and assess-
ments, and less than 26 percent from program service
revenue. Section 501(c)(6) business leagues, cham-
bers of commerce, and real estate boards and section
501(c)(10) domestic fraternal societies also receive
more from dues and assessments than from program
services.

Detailed SOI data on the different types of assets
held by exempt organizations are only available at
this time for section 501(c)(3) to (c)(9) organizations.
Using 1995 SOI data, both section 501(c)(8) fraternal
beneficiary societies and section 501(c)(9) voluntary
employee beneficiary associations held over half of
their assets as investments in securities, 58 percent
and 65 percent, respectively. As a basis for compari-
son, section 501(c)(3) nonprofit charitable organiza-
tions held 38 percent of their assets as investments in
securities. In contrast to organizations that hold large
proportions of assets as investments in securities,
section 501(c)(7) social and recreational clubs hold
very few of their assets as investments in securities,
only 3 percent. These social and recreational clubs
hold 66 percent of their assets in the form of chari-
table-purpose land, buildings, and equipment. The
other exempt organizations that are in the section
501(c)(4) through (c)(9) group have far fewer hold-
ings in land, buildings, and equipment.

Exempt Organizations’ Unrelated Business
Income

The similarities between certain types of nonprofit
organizations (for example, 501(c)(3) hospitals) and
their for-profit counterparts have raised many
questions regarding tax-exempt status. As competi-
tion with other entities has increased, some nonprofit
organizations have begun to earn supplementary
income, which is considered unrelated to their
charitable purpose and on which the unrelated
business income tax is levied.

Unrelated business income (UBI) is defined as
income from a trade or business that is regularly
carried on by an exempt organization and is not
substantially related to carrying out the exempt
purpose or function for which the organization has
tax-exempt status. Congress established the unre-
lated business income (UBI) tax as part of the Rev-
enue Act of 1950. The UBI tax initially applied only
to organizations exempt under sections 501(c)(3),
(5), (6), (9), and (15). The law’s purpose was to
restrict the potential for unfair competition between
nonprofit organizations and taxable for-profit busi-
nesses that provide similar services. In addition to
section 501(c) organizations, the unrelated business
income tax provisions apply to section 401(a) Indi-
vidual Retirement Arrangements and section 408(¢)
qualified pension, profit-sharing, and stock bonus
plans. The Tax Reform Act of 1969 revised and
expanded this tax on unrelated business income to
include all 501(c) organizations, except those U.S.
Government instrumentalities exempt under section
501(c)(1).

Unrelated business taxable income is gross
unrelated business income, less deductions directly
connected with carrying on the trade or business, and
less certain other deductions. The unrelated business
income tax is determined based on the corporate or
trust tax rates that are in effect for a given tax year.
For Tax Year 1995, over 36,400 exempt organiza-
tions reported $6.3 billion of “gross unrelated busi-
ness income” from regular business activities that
were not substantially related to their exempt pur-
poses. After offsetting gross UBI with $7.3 billion of
total deductions, these organizations reported an
aggregate net deficit of $1.0 billion. After consider-
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ing these deductions, half of these organizations
reported positive unrelated business faxable income
(UBTI) and were required to pay the unrelated busi-
ness income tax. These 18,200 organizations re-
ported positive UBTI of $893.0 million. After ad-
justments for other taxes and certain credits were
made to the $276.6 million of reported unrelated
business income tax, nonprofit organizations in-
curred a total tax liability of $277.5 million. The
UBI earned by exempt organizations most commonly
falls into the major industrial categories services and
finance, insurance, and real estate. Over 80 percent
of organizations that reported gross UBI for 1995
received at least some of their income from activities
falling into one or both of these categories.

Sixty-two percent of all exempt organizations
that filed Form 990-T for Reporting Year 1995 fell
into one of three categories: section 501(c)(3) non-
profit charitable organizations (including private
foundations), 27 percent; section 501(c)(7) social and
recreational clubs, 18 percent; and section 501(c)(6)
business leagues, chambers of commerce, and real
estate boards, 17 percent. Since section 501(c)(3)
organizations represent the largest proportion of
exempt organizations, it is not surprising that they
also represent the largest proportion of Form 990-T
filers. (Nonetheless, based on the returns filed, only
4 percent of all section 501(c)(3) organizations
reported UBI for 1995. However, large proportions
of both section 501(c)(6) and section 501(c)(7)
organizations reported UBI for 1995, 24 percent and
41 percent, respectively. In addition, relatively large
proportions of section 501(c)(8) fraternal beneficiary
associations and section 501(c)(19) war veterans’
organizations also reported gross unrelated business
income for 1995, 14 percent and 28 percent, respec-
tively.)

Publications, Services, and Plans for SOI's
Nonprofit Secior Statistical Program
Through its nonprofit sector statistical program, the
Statistics of Income Division of IRS provides a wide
array of data and other information on the various
types of organizations that comprise the nonprofit
sector. In addition, SOI collects data on related
topics, such as charitable giving, charitable bequests,
and tax-exempt bonds, as well as a wealth of data in
the areas of individual and corporate income and

taxes. These data and information are available
through publications, microdata tapes, an electronic
bulletin board, and a worldwide website. SOI has
ongoing plans to expand and enhance its current
nonprofit-sector program. This section describes
SOI’s publications and statistical services and
provides information on how to obtain these publica-
tions and access these services. It also discusses
recent enhancements to SOI’s nonprofit sector
statistical program, as well as future plans in this
area.

Publications

Data and analyses from all of SOI’s nonprofit studies
are published in the quarterly Statistics of Income
Bulletin [18]. In addition, SOI has twice consoli-
dated its nonprofit data and reports in two published
volumes of the Compendium of Studies of Tax-
Exempt Organizations [19]. The first volume
encompasses research on Reporting Years 1974 to
1987, SOI’s earliest work related to the nonprofit
sector. It includes over 20 reprinted articles and
extensive data. The second volume of the Compen-
dium focuses on Reporting Years 1986 to 1990,
consolidating SOI’s more recent research on non-
profit charitable organizations, private foundations,
charitable giving, and section 501(c)(4)-(c)(9) other
exempt organizations. It includes 12 reprinted
articles and extensive data. Both volumes include
articles published in the Statistics of Income Bulletin,
as well as those published by SOI staff in the Pro-
ceedings of the American Statistical Association, the
Independent Sector’s Spring Research Forum
Papers, and the Journal of Nonprofit Management
and Leadership.

Statistical Services
Copies of SOI’s microdata tapes for nonprofit
organizations are available for purchase from the
Statistics of Income Division. Because the Form 990
and Form 990-PF are open to public inspection, these
tapes which contain identifiable records, are avail-
able for public use. Because tax returns on the
unrelated business income of nonprofit organizations
are not publicly disclosed, data from Form 990-T
returns are not available on tape. Special tabulations
can be prepared from all of these sources on request.
Other SOI studies may also be of interest to
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analysts of the nonprofit sector. For example, annual
data are available on individual and corporate taxes.
In addition, certain files of individual tax returns
include data on charitable contributions. And, data
on estates, which include information on charitable
bequests, are published periodically.

In addition to microdata tapes, SOI offers an
electronic bulletin board and a site on the worldwide
web. Over 1,200 files from various IRS sources and
SOI studies, including nonprofit charitable organiza-
tions, private foundations and charitable trusts, and
other organizations exempt under sections 501(c)(4)
through 501(c)(9), are all currently available for
public use on a reimbursable basis on the SOI elec-
tronic bulletin board. In addition, there are over 700
public use files and other statistical data available on
the IRS web page [20].

Plans for SOI’s Nonprofit Sector Statistical
Program

SOI continues to respond to policy analysis needs
related to the nonprofit sector by developing and
improving strategies for coding, sampling, and
compiling data. Data collection and analysis plans
include:

Integrating the National Taxonomy of Exempt
Entities (NTEE) coding system with SOI’s nonprofit
sector studies and the IRS master file of exempt
organizations. The National Taxonomy of Exempt
Entities was developed as a classification system by
the National Center for Charitable Statistics; it uses
26 major groups, which can be aggregated into 10
categories. SOI has applied the codes to its data
files, beginning with the Reporting Year 1994 study.
In addition, IRS added the NTEE coding system to
the exempt organization entity section of the Master
File, determining a code for each organization at the
time that its application for exemption is approved.

Revising the Standard Industrial Classification
(SIC) system. SOI recently assisted with developing
the North American Industry Classification System
(NAICS) coding system to better reflect the activities
of nonprofit organizations. Beginning with Tax Year
1998, tax-exempt organizations will classify activities
that generate Unrelated Business Income (UBI) using
NAICS codes on Forms 990, 990-PF, and 990-T.

Sampling Form 990 and Form 990-T studies
using an integrated matching program. Beginning

with Reporting Year 1993 data, SOI integrated its
samples of Form 990 and Form 990-T filers. This
allows for the examination of comparable informa-
tion on “related” (tax-exempt) and “unrelated” (tax-
able) income and expenses for organizations filing
both forms, including the 501(c)(3) nonprofit chari-
table organizations and the 501(c)(4) through (c)(9)
other exempt organizations.

Sampling private foundation returns based on
Sfair market value of assets. Beginning with Report-
ing Year 1994 data, at the request of several users of
the data, the SOI sample of private foundation re-
turns was stratified based on fair market value, rather
than book value, of total assets. Given that founda-
tion subgroup analyses use asset categories that are
constructed using fair market value, this revised
sampling strategy will lead to improved subgroup
estimates.

Imaging exempt organization returns. The
Statistics of Income Division and the office of Em-
ployee Plans and Exempt Organizations of the Inter-
nal Revenue Service have been working together to
develop a new imaging system that will facilitate
public access to exempt organizations’ information
returns. Beginning in July 1998, all Forms 990 and
990-PF filed by organizations classified as tax-
exempt under subsection code 501(c)(3) of the Inter-
nal Revenue Code are being electronically scanned
and their images stored at the Ogden Service Center
on optical disks. When the system is in full produc-
tion, researchers will be able to examine financial
data for these organizations within 2 months of the
date they file with the IRS. Making tax-exempt
organizations’ information returns more easily avail-
able to the public should increase the quality and
accuracy of reporting. It is hoped that increased
public accessibility and awareness of the financial
reporting of these tax-exempt organizations will lead
to self policing and result in better overall compli-
ance at minimal costs to the Service.

Comparing nonprofit data. SOI plans to study
nonprofit sector data from other statistical sources
(e.g., the IRS Business Master file, the Commerce
Department’s Bureaus of Census and Economic
Analysis, and the Federal Reserve Board), reconcile
these with SOI data, and publish the results in a
future issue of the SOI Bulletin.
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Since Reporting Year 1989, SOI has also col-
lected data on section 4947(a)(1) charitable trusts
that also file Forms 990-PF. These organiza-
tions, like private foundations, have exclusively
charitable interests. However, unlike founda-
tions and other 501(c)(3) organizations, they are
not exempt from Federal income tax. Charitable
trusts are subject to the same requirements as
private foundations, including the excise tax
provisions and the charitable payout requirement.
However, unlike foundations, charitable trusts
are not required to receive formal recognition as
tax-exempt organizations from the IRS. Most
were originally formed as 4947(a)(2) split-
interest trusts that, at one time, had one or more
noncharitable beneficiaries. The charitable trusts
must pay an annual tax on their income that is
not distributed for charitable purposes. For

1995, over 2,700 charitable trusts reported nearly
$3.7 billion in total assets, earned $411.8 million
in total revenues, and distributed $222.3 million
in total charitable contributions, gifts, and grants.

Sample data on the 501(c)(3) nonprofit charitable
organizations for Reporting Year 1995 are based
on a stratified probability sample of approxi-
mately 12,000 returns, selected from a popula-
tion of 184,600 returns. The sample was strati-
fied based on book value of total asset, with
sampling rates ranging from 0.45 percent for the
small asset classes to 100 percent for organiza-
tions with assets of $10 million or more.

Sample data on private foundations for Reporting
Year 1995 are based on a stratified probability
sample of approximately 6,400 entities (5,600
foundations and 800 4947(a)(1) charitable trusts
that file Form 990-PF) that were selected from a
population of approximately 52,000 (49,800

[3]

[6]

foundations and 2,200 trusts). (The 4947(a)(1)
charitable trusts that file Form 990-PF are
described in footnote 2 above.) The sample was
stratified based on both the size of fair market
value of total assets and the type of organization
(either a foundation or a trust). Foundation
returns were selected at rates that ranged from
approximately 2.8 percent for small foundations
with assets of less than $100,000 to 100 percent
for very large foundations with assets of $10
million or more.

Sample data on the 501(c)(4) through (c)(9)
exempt organizations for Reporting Year 1995
are based on a stratified probability sample of
approximately 8,800 returns, selected from a
population of approximately 104,700. The
sample was stratified based on book value of
total assets. Sampling rates ranged from 2.0
percent for the small asset classes to 100 percent
for organizations with assets of $2.5 million or
more.

Sample data on the unrelated business income
(UBI) of exempt organizations for Reporting
Year 1995 are based on a stratified probability
sample of approximately 7,300 returns drawn
from a population of approximately 36,400
returns. The sample was stratified based on the
size o